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EDITORIAL SECTION 











FINANCIAL DIFFICULTIES OF EUROPEAN 
INSURANCE COMPANIES. 


A correspondent in Holland, in a recent letter, 
dwelt upon the grave financial difficulties in which 
several life insurance companies of that country 
have been involved because of their investments in 
Russian, German and Austrian bonds. We have 
commented upon this situation before in these col- 
umns. Our correspondent states that the biggest 
and most renowned Dutch life insurance company, 
and another large company, are in the hands of 
receivers, and that the former will pay forty per 
cent. and the latter sixty per cent. on claims against 
them. 

Our correspondent further states, under date of 
October 6th — since which time the condition has 
become worse — that one hundred German marks 
Were then worth two and a half Dutch guilders, as 
against fifty-nine and a quarter guilders before the 
war, and that one hundred Austrian crowns were 
worth 0.18 guilders, as against fifty guilders before 
the war. He states that both of the- companies 
inentioned owned a considerable amount of Russian, 
German and Austrian bonds, that their foreign pol- 
icyholders are protected because the reserve value 
of policies in force is deposited in those countries, 
and that, therefore, the loss falls upon the Dutch 
policyholders. 

He advises us also that a third large Dutch com- 
pany, unable to continue alone, has been bought 
by the “ First Netherland Life Insurance Co.” 

Our correspondent adds a comment which indi- 
cates that in Holland there is as much disagreement 
as to underlyjng causes of the present utterly abnor- 
He says: “ Sev- 
eral learned men speak and write about it, but they 


don’t agree about the remedy.” . 











BUSINESS OUTLOOK 


The October publication on “ Economic Condi- 


tions, Governmental Finance, United States Securi- 
ties,” issued by the National City Bank of New 
York, contains many items of general interest and 
timely importance, from which the following quo- 
tations have been taken: 


“There are signs of improvement in the business situation, 
and while for the most part they relate to seasonal conditions, 
some of the changes are indicative of a gradual restoration 
of the industrial equilibrium which is necessary to permanent 
prosperity. 

“The Unbalanced State of Industry 

“It does not appear that the position of agriculture or any 
of the primary industries is generally improved. > | 
Taken as a whole the prices of farm products are so far 
out of line with the prices of manufactures and charges for 
transportation that the usual exchanges cannot be made. 
Hence the state of unemployment in the industrial towns. 

“We have a letter from M. R. Benedict, Secretary of South 
Dakota Farm Bureau Federation, at Huron, in which he writes 
as follows of the effects of present freight rates upon farm 
products grown in that State: 

“* Feed barley shipped from central South Dakota points, 
brings 42c on the Minneapolis market. and the rate is, I believe, 
221%4c per hundred, or about llc per bushel; in other words, 
more than 25% of the selling price of the product in the 
terminal market and nearly 50% of the return that the farmer 
receives. Oats are bringing at small towns around this 
locality, 15c per bushel. It costs 8c per bushel to ship them. 
There is of course very little advantage to the farmer in even 
threshing them to say nothing of hauling them to market. 
The conditions with regard to corn are very much similar. 
The return on all of these crops is far less than the actual 
operating cost of growing them and there are probably not 
10% of the farms in this state that made actual operating 
expense this year. * . 

eines * Evidence was introduced in the recent hearing at 
Washington to show that Wisconsin alone could absorb from 
four hundred to six hundred thousand tons of alfalfa hay if 
it could be gotten there at a price that would justify the 
dairymen in feeding it. The return to the grower of alfalfa 
hay in western South Dakota, which is normally a heavy 
exporter of this product, is now from 45c to $1.50 per ton. 
It costs $3.50 per ton to bale this hay to say nothing of rais- 
ing it and hauling it to the cars. Consequently, he is without 
choice in the matter of handling it, and must let it stand in 
the stacks. In fact, I know of several cases where hay already 
paled is left right in the fields because it does not pay to 
haul it to the cars. Yet there are other sections even within 
this state where that hay is badly needed. Reliable reports 
from western South Dakota counties indicate that there 1s 
from 85 to 90% of the 1920 alfalfa crop still on hand, 

“*The disposition of this large excess crop that would be 
of greatest benefit to the country as a whole would be to 
find means for feeding it to livestock and thus in a certain 
sense, store it up for future use in the form of livestock and 
livestock products. Livestock is the natural shock-absorber 
for under and overproduction of farm crops. But freight 
rates at present are damming up the natural interchange of 
these products to such an extent that there will be this year 
very serious shortages in sections not greatly distant from 
large oversupplies.’ 

“The above is a sample of many letters, and while the 
writer may be a little extreme * * * his statement of facts 
is substantially correct. 

“The whole business situation is clogged and obstructed 
not only by the high cost of railroad operations but high 
industrial costs, placing goods beyond the purchasing power of 
consumers. This is the principal reason why millions of men 
are out of work, and it will have to be squarely faced before 
any general recovery can take place. The sunshine cure is 
no remedy for this situation. Prosperity will not be created 
by cheerful talk while this unbalanced state of industry 
exists. * . 

“There is no way to have prosperity except by self-sup- 
porting, balanced industry — by the free and natural exchange 
of products and services—and this requires that the com- 
pensation of the people in the various industries shall be on 
such a basis that they will absorb each other’s products.” 


THE RAILROAD PROBLEM 


The Fundamental Factors Discussed by a British Expert, 


Sir William Acworth, in the London Times 


EXTRACTS 


“The economic man—if a specimen of that interesting 
animal could really be captured — would doubtless assert that 
the economic basis of railway rates is merely the law of 
supply and demand. And he would be quite correct. But 
the edifice is subject to such thrusts to one side or the other, 
now by positive legal enactment, and again by the force of 
custom dying upon us with a weight deep almost as life, ¢hat 
the superstructure often rocks upon its foundations. * * ® 
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“ Rate Fixing 

“To turn from construction to day-to-day working, how 
far does the law of supply and demand govern the rates 
and fares which a railway charges? In an old, rich, and 
fully populated country such as England the working of the 
law is obscured by so many outside things, statutory restric- 
tions, legal and administrative regulations, competition — not 
only by other railways but by water — and so forth, that it is 
difficult to see the wood for the trees. Let us imagine a 
railway company in vacuo, subject to no restrictions and 
substantially free from competition. How will it fix its rates? 
Presumably it will act like any other trader, who charges 
for his wares not, as is sometimes supposed, the highest price 
at which he can get them sold, but the price which he believes 
will give him the largest net profit on his business as a whole. 

“Now this profit is the product of two factors: The 
number of articles sold and the amount of profit on each. 
And this figure can be ascertained only by the method of trial 
and error. * * * The merchant or shopkeeper is permitted 


to solve these questions for himself. But in countries where r 


public opinion rules the railway manager is not usually 
undisturbed in his study of them. The old apple-woman who, 
though she knew she sold each apple at a loss, believed she 
made a substantial profit because she sold so many, has left 
a very large family of descendants. 


“A Vision of the Future 

“It may be that we are on the eve of a revolution. Rail- 
Ways are as necessary as roads. And roads have’ long been 
recognized as public necessities to be provided mainly — till 
the last few years one might have said wholly —at public 
cost. For certain essential public services, for the carriage 
of bulk commodities of low value, and for long distance traffic 
of all kinds we cannot imagine that railways will be super- 
seded. The future may show, and not in England only, that 
it is necessary for the public purse to bear at least some por- 
tion of the cost of providing and maintaining our highways 
of steel just as it does now in the case of ordinary highways, 
leaving the charges made to the users to cover the remaining 
cost of provision and maintenance, and the whole cost of 
actual carriage. 

“This is in One sense a vision of the future. But once Parlia- 
ment has accepted the principle of adjusting charges to rev- 
enue, and has provided that they shall be so fixed as to yiela 
as far as practicable, with efficient and economical working 
and management, an annual net revenue equivalent to the 
pre-war net return, the question has been brought within the 
scope of practical politics.” 





AMERICAN LIFE CONVENTION 
Sixteenth Annual Meeting 


This meeting was held October 5th, 6th and 7th 
at the Claypool Hotel, Indianapolis, Ind. 

During the proceedings, Secretary Blackburn an- 
nounced that 100 life companies were represented, 
the largest number in the history of the American 
Life Convention. 

Many interesting papers were read and several 
high spots were touched. We regret that space 
does not permit even a passing reference to the 
many phases of the business which the papers read 
at the convention most ably covered. The subjects 
assigned embraced a very broad field. 

Mr. Arthur Hunter, chief actuary of the New 
York Life Insurance Company, read a paper on the 
treatment of total permanent disability claims which 
not only attracted extraordinary interest but stands 
out as a guide as to the proper treatment of such 
claims. 

Lawrence M. Cathles, vice-president and actuary 
of the Southland Life Insurance Company, sub- 
mitted with his paper on “ The Actuary’s Function 
in Drafting the Life Insurance Contract,” many 
interesting specimens of policy forms issued by 
foreign life insurance companies which demon- 
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strated that American practices were well in the 
vanguard of the procession. 

Henry Moir, vice-president and actuary of the 
Home Life Insurance Company, and C. I. D. Moore, 
vice-president and assistant superintendent of agen- 
cies of the Pacific Mutual, attended as a committee 
from the Association of Life Insurance Presidents. 
Both of these gentlemen spoke interestingly on the 
juxtaposition of the American Life Convention and 


the Association of Life Insurance Presidents, and | 


very lucidly demonstrated how closely related they 
were. 

The American Life Convention is sixteen years 
old and has done much for the betterment of insur- 
ance practices. The close associations formed by 
its members has resulted not only in minimizing 
competitive methods, but has materially broad- 
ened the views of company officials attending its 
meetings. 

The hospitality extended by the Indiana com- 
panies was marked and fully appreciated. 





SPECIAL EXAMINATION 
PRUDENTIAL INSURANCE COMPANY 


This examination, which is reviewed in more or 
less detail elsewhere in this issue, is the result of a 
resolution passed unanimously by the directors of 
the company in June last. Said resolution, as pub- 
lished in our July issue, reads as follows: 

“ Resolved, that the Commissioner of Banking 
and Insurance of the State of New Jersey be re- 
quested to make an examination of the affairs of 
The Prudential Insurance Company of America 
from 1902 to the present time, with special refer- 
ence to its relation to and dealings with the Fidel- 
ity Trust Company; the character and extent of 
its deposits in other banks; the mutualization of 
the Company in 1915, and any other matter to 
which his attention may be called by the Lock- 
wood Committee or any policyholder of the Com- 
pany, and that he invite the Commissioners of all 
other States in which the Company does business 
to co-operate with him in making such examina- 
tion.” 

The Commissioner of Banking and Insurance of 
the State of New Jersey invited a number of State 
Insurance Departments to join in this examination. 
Acceptances were received from the Departments 
of Indiana, Massachusetts, Missouri and New York. 

The Report of the Examination was signed by 
Joseph Froggatt, examiner for the Insurance De- 


BEST’S INSURANCE NEWS (Life Edition) 9] 

















| partment of New Jersey; C. O. Van Horn, examiner 


for the Insurance Department of Indiana; Arthur 
8B. Lines, examiner for the Insurance Department 
of Massachusetts; Robert E. Daly, examiner for the 
Insurance Department of Missouri, and Nelson B. 
Hadley, examiner for the Insurance Department of 
New York. 

Mr. Hadley, chief examiner, objected to certain 
comparisons embodied in the report with other com- 
panies of other States and filed a memorandum at- 
tached to the report reading as follows: 


“| feel that I cannot join in the report of ex- 
amination in so far as it relates to comparisons 
between the Prudential Insurance and other com- 
panies. The Prudential Insurance Company is 
the company under examination. It has a right to 
a hearing on any portion or all of the report before 
it is filed in the State of New York. Under the 
law, the report of examination of a company cannot 
be filed until there has been a hearing. The other 
companies mentioned in this report have no stand- 
ing in this examination— they cannot meet any 
charges or secure any hearing regarding matters 
referred to in this report. Comparisons by insur- 
ance departments between companies is, in my 
opinion, under practically all circumstances inimi- 
cal to the best interests of the business and the 
policyholders. It proves nothing regarding the 
Prudential Insurance Company with respect to 
any facts brought out in this report that the same 
facts exist in other companies. Each company 
must stand alone upon its own foundation, and if 
its actions are bad or commendable it must be 
determined with reference to that company alone, 
and it is no justification that the same facts exist 
regarding some other company. 

“I do not question the accuracy of data sub- 
mitted, but I dissent to that portion of the report 
which makes any comparisons or shows any facts 
in other life insurance companies.” 


A good deal of space in the report is devoted to 
more or less ancient matters in the company, facts 
regarding which have heretofore been published, 
particularly in the Massachusetts Life and Miscel- 
laneous Reports; the Report of the Armstrong Com- 
mittee (Legislative Investigating Committee of the 
State of New York) filed in February, 1906, and the 


_ Report of the Hillery Committee of New Jersey. 


The Report of the Examination speaks for itself 


and should be read in conjunction with the Report 
of the Lockwood Committee when it shall have been 


filed. 
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COLORADO INSURANCE COMMISSIONER 

Earl Wilson, against whom charges were filed 
with the Civil Service Commission of Colorado by 
the secretary of the Mountain States Life Insur- 
ance Company of Denver, ordered removed from 
office. 

The Commission recommended to Governor 
Shoup the removal from office of Mr. Wilson for 
the good of the service. 

Mr. Wilson has acted as Insurance Commissioner 
since November, 1920, and was appointed by Gov- 
ernor Shoup temporarily because of the absence of 
a civil service eligible list. 

Our latest advices are that no successor has as 
yet been chosen and that Commissioner Wilson is 
still in undisturbed possession of his office, claim- 
ing, on advice of counsel, that action of the Civil 
Service Commission and Governor Shoup in at- 
tempting to remove him without a hearing was void 
in the face of constitutional and statutory provi- 
sions for a hearing before removal. 





ACTUARIAL SOCIETY MEETING 
The fall meeting of the Actuarial Society of 
America was held in Cincinnati, October 27th 
and 28th, as guests of the Union Central Life In- 
surance Company. 


The program meeting 


included, besides the 


proper, a dinner at the Queen City Club on the | 


evening of the 27th; a luncheon to the members on 
the 27th by the Western and Southern Life Insur- 
ance Company, and a luncheon on Friday the 28th 
given by the Union Central Life Insurance Com- 
pany to the members and ladies accompanying 
them. This luncheon was followed by golf or an 
automobile ride. 

Most interesting and instructive papers were pre- 
sented as briefly referred to below. 

There was also an informal discussion of topics 
of current interest. 

The papers read at this meeting included the 
following: 


ADDRESS OF THE PRESIDENT 
By William A. Hutcheson 
Mr. Hutcheson takes up historically the two 
great recent additions to the field of life insur- 
ance companies, namely, disability insurance and 
accident insurance, the first appearing in connec- 
tion with waiver of premium and the income to the 
insured for disability, and the second in connection 


with double indemnity. 











While a digest of a paper on such a subject is 
not practicable, some of the interesting points may 
be mentioned. In the beginning, he calls attention 
to the difference between disability insurance and 
life insurance. The life policy is payable at death 
and usually there is little difficulty in determining 
whether an insured is dead, but the question 
whether an insured is totally and permanently dis- 
abled is a very different question. He may be 
partially disabled, but not totally. He may be 
totally disabled, but not permanently; whereas, in 
case of death, a man is either dead or not dead, 
and if dead he is totally and permanently dead. 

He traces the development of disability insur- 
ance from the early days of the Friendly Societies, 
considerably over a century ago, to the present. 
He points out how the Manchester Unity experi- 
ence illustrates that, while the death rate has de- 
creased, the disability rate has increased. The 
Manchester Unity experience was taken for two 
periods, the years 1866 to 1870 and the years 
i893 to 1897. At each age group the average 
number of weeks’ disablement per member was 
greater in the later period than in the earlier, while, 
conversely, the death rate was smaller in all the 
earlier age groups in the later period. 


The ,locomotive not only revolutionized trans- 
portation — it created the accident policy. In the 
early days of steam railways there were no block 
signals, and trains were given a certain start before 
the succeeding train was dispatched. The railway 
ticket carried the passenger to his destination if the 
succeeding train did not catch up. If it did, a ticket 
similar in appearance and sold by the same ticket 
agent but in reality an accident policy provided 
for his widow. This accident-ticket scheme started 
in 1849, a year after the introduction of express 
trains in Great Britain which resulted in many 
accidents. Accident insurance is said to have 
started in this country through the first president 
of the Travelers’ purchasing one of these accident 
tickets while traveling in England in 1859. In 
1863 the Travelers’ of Hartford was organized. 


RATINGS FOR THE PRINCIPAL IMPAIRMENTS 


By Arthur Hunter, Chief Actuary, New York Life Insur- 
ance Company, and Dr. Oscar H. Rogers, Chief Medi- 
cal Director, New York Life Insurance Company 

This paper is devoted mostly to the effect of 
various impairments on mortality. The four most 
important in number in the New York Life sub- 
standard business were, arranged in order of fre- 
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quency: Heart murmurs, overweight, albumin, and 
consumptive family history. 
The finding of albumin was considered in all 


cases to give an extra hazard, except where only 


a “trace or faint trace” were found intermittently 
at ages under thirty. 

Some of the most interesting results were that 
a very slow pulse is usually an advantage rather 
than an impairment; for instance, a credit is allowed 
for a pulse running from fifty-five to sixty-five. 
Persistently irregular or intermittent pulse shows 
distinctly high mortality, and is a considerable 
impairment. 

The average systolic blood pressure was ob- 
tained at different ages. This showed a gradual 
increase from age twenty, where it was 120 milli- 
meters, to age 60, at 135 millimeters. 

Many different types of impairments are men- 
tioned, and the rates given them by the New York 
Life discussed. 

This paper was also presented to the Medical 
Directors’ Association at their meeting of Octo- 
ber 20th. 


A STUDY IN SURPLUS DISTRIBUTION USING 
THE AMERICAN MEN TABLE AS A GUIDE 


By Sherman C. Kattell, State Mutual Life Insurance Com- 
pany, Worcester, Mass. 


Some methods are discussed of distributing mor- 
tality profits assuming that the mortality actually 
experienced by a company is that shown by the 
American Men table, and that the reserves main- 
tained are in one case the ordinary net American 
Experience reserves and in the other the Illinois 
Standard reserves. It is shown that the mortality 
profits in either case may be expressed as a per- 
centage of the American cost of insurance varying 
only with attained age but independent of the plan 
and duration, although in practical application a 
different basis is proposed whereby the mortality 
element of the dividend is calculated as a constant 


ntage of the cost of insurance. This latter method 
has the practical advantage of avoiding a varying 
percentage of the cost of insurance for each succes- 
sive dividend. Hypothetical annual dividends are 
calculated upon reasonable assumptions as to gross 
premiums, realized interest rate and expense rate. 
Upon the Illinois Standard basis, the first-year divi- 
dend is very much out of harmony with the latter 
dividends because of the conditions underlying the 
method by which the reserves are calculated on that 
basis and an artificial adjustment of the series of 
dividends is suggested. In the final result, the dif- 


: é.. $1,000 of amount at risk less a constant per- 








ference between the two scales (Ordinary basis and 
Illinois Standard basis) is explained as due to a 
difference in expense distribution. 


SOME NEW PROBLEMS AFFECTING LIFE 
INSURANCE 


By E. B. Morris, Actuary, Life Department, Travelers’ 
Insurance Company, Hartford, Conn. 


‘This paper is concerned with group insurance 
and, what may for the lack of a better term be 
called, semi-group insurance. The lower limit of 
group insurance under the statutes of certain States 
is fifty members. Mr. Morris discusses the question 
of the small employer whose employees do not come 
up to the minimum of fifty and who desires to 
insure his employees. He calls attention to the 
fact that the number of employers emp!oying less 
than fifty is much greater than those employing 
fifty or more, and sets forth that there is a large 
field for such insurance provided the selection can 
properly be taken care of. 

He also considers, among other things, a group 
annuity contract as a way of providing old-age pen- 
sions for employees. He finds considerable diff- 
culties in the way of this such as the situation in 
case of discontinued employment, and concludes 
that it might be better to set aside sufficient funds 
to purchase single premium annuities when the 
employee reaches the retirement age. 

Fle discusses a number of other things in the 
paper such as: 

A. The extending of the group idea to associa- 
tions where there is no question of employment 
involved, which he thinks would have difficulties. 

B. Providing for endowment funds such as an 
endowment by a college class of the college as a 
group proposition. 

C. Utilizing the thrift idea by means of periodical 
deposits in the bank in connection with insur- 
ance, etc. 


\ 


TREATMENT OF CLAIMS FOR PERMANENT 
TOTAL DISABILITY 


By Arthur Hunter, Chief Actuary, New York Life Insur- 
ance Company, New York 


The chief part of this paper is the analysis of 
the cause of disability. This was the experience 
of the New York Life of the causes from 1910 to 
1920, a total of 1,670 cases. The results tally very 
closely with those of previous experience. On com- 
paring with the experience of the Mutual Life pub- 
lished by Mr. Thompson in the previous number 
of the Transactions, it is found that the tuberculosis 
claims in the New York Life amount to about 44 
per cent., and in the Mutual to about 38 per cent.; 

(Continued on next page) 
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paresis, 20 per cent. in the New 
Thus, 





insanity, including 
York Life and 28 per cent. in the Mutual. 
in both companies these two causes account for 
about two-thirds of the total number of cases. In 
the Mutual experience, paralysis follows next with 10 
whereas in the New York Life this was 
the third in importance in the New 
which was a little 
for the 


per cent., 
only 5 per cent., 
York Life having been accident, 
over 6 cent. as against 4 per cent. 
Mutual. 

Thus, each company shows the great perponder- 


‘causes of disability, and the per- 


per 


the two 
centages between these two are not greatly different 
causes are 


ance of 


in the two companies while all other 
scattered and, individually, small. 


Mr. Hunter also shows that a_ considerable 
number recover both from tuberculosis and from 
insanity. 


He takes up the fact that the general attitude 
of the companies has been very liberal as to dating 
back benefits when there was delay in presenting 
proofs, his conclusion being: 


* Conclusion, 


‘When disability benefits were first granted the companies 
ind little experience, and therefore proceeded with caution. 
As the great value of these benefits to the community was 
demonstrated, the companies have become increasingly liberal 
in their treatment of claims. While the policies generally 
provide that the disability benefits commence only after proof 
of such disability is received, the -practice is developing to 
make the benefits accrue from the time the insured became 
totally and presumably permanently disabled. This practice 
assumes that the insured did not understand his rights: or 
that he was too sick to pay attention to his policy; or that 
the beneficiary did not know the provision of the insurance 
policy; or that the insured was mentally incapable of looking 
after his affairs. 

“The introduction of disability benefits into life insurance 
policies has done more to popularize these policies than prob- 
ably any other feature. The public has recognized their 
eculiar value during a crisis in men’s affairs. It is accord- 
ngly an obligation on all the companies to interpret the 
policies in a very liberal spirit so that the new feature may 
continue in popularity and develop in usefulness.” 


This paper has also been presented before the 
American Life Convention. 


AN AMERICAN SICKNESS EXPERIENCE TABLE 
By Miles M. Dawson, Counsellor at Law and Consulting 
Actuary, New York 


The author presents here the sickness expe- 
rience of the Workmen’s Sick and Death Benefit 
Fund of New York, a fraternal society which 
was organized in 1884, and since 1906 has kept 
complete records of sickness. The experience 
now published is based on the experience of the 
five years, 1912 to 1916, and covers 185,000 years 
of life. Benefits related only to the first eighty 
weeks of sickness and the rates deduced are gov- 
erned by this limitation. The graduated sickness 
rate ranges from five days per annum at ages fifteen 
to thirty t6 6.5 days at age forty-five, and 13.0 days 











at ienlstlli' An appropriate mortality experience 
and commutation columns for the calculation of 
sickness and death benefits are submitted, as well 
as a table of net single and annual premiums, 3% 
per cent. basis, for a sickness benefit of one dollar 
per diem for any sickness incurred prior to age 
sixty-five and not exceeding eighty weeks. 
CONVERTIBLE TERM BUSINESS 


By Frederick H. Johnston, Third Vice-President and Asso- 
ciate Actuary, Prudential Insurance Company 


The class of Term business considered was on 
the ten-year plan with the option of conversion 
within seven years, taking in the issues of the years 
1°09 to 1913, inclusive, and following the business 
up through 1920, so that the convertible period on 
all policies under observation had expired by the 
time the investigation was completed. 

The number of policies coming under observa- 
tion was 19,042, covering $82,394,195 of insurance. 

The mortality experience before conversion was 
very favorable, particularly considering the fact 
that the experience included the influenza years. 
The mortality experience after conversion, except 
for those changed soon after issue, was high, even 
after taking account of the fact that the influenza 
years were included and investigation being made 
to see how much of the mortality could be attrib- 
uted to the influenza. 

Part of Mr. Johnston’s deductions from the results 
are as follows: 

First.— That with proper care in selection a low 
mortality during the term period may be looked for. 

Second.— That the mortality under early conver- 
sions and at the younger ages will not be much 
above normal. 

Third.— That the mortality under business con- 
verted towards the close of the period and at the 
higher ages will be considerably over normal for a 
number of years. 





ASSOCIATION OF LIFE INSURANCE 
PRESIDENTS. 


The preliminary announcement of topics and speakers for 
the Fifteenth Annual Convention of this Association, to be 
held Thursday and Friday, December 8th and 9th, 1921, at 
the Hotel Astor, New York, is summarized as follows: 

The general theme of the meeting will be life insurance 
“a world safety zone.” 

The chairman who will preside at the meeting is Mr. Her- 
bert C. Cox, president and general manager of the Canada 
Life Assurance Company, Toronto, Ont. The other speakers 
and the topics assigned to them are as follows: 


“Sound Thinking by the People and for the People,” Hon. John 
. Weeks, Secretary of ar. 
“A Decade of Life Insurance Investments,” Asa S. Wing, 
president of the Provident Life and Trust Company. 
‘Health the Guidepost to Material fae Moral National 
Strength,” Livingston Farrand, M. D., D., president of 
Cornell University. 
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‘** National Health in the Life Insurance Mirror,’ Hon. Robert 
Lynn Cox, third vice-president of the Metropolitan Life Ins. Co 

“A Government Experiment Versus Life Insurance Principles,” 
Hon. J. A. O. Preus, Governor of Minnesota. 

“Can Trust Companies and Life Companies Be Neighbors 
Without Quarreling?’’ Alfred R. Horr, vice-president and treas- 
urer of the Equitable Life Assurance Soc iety. 

“ Essentials and Non-Essentials in Insurance Supervision,” Hon. 


Thomas B. Donaldson, president of the National Convention of 
Insurance Commissioners and Insurance Commissioner of Penn. 
“Simplicity in Government an Insurer of Economy and 
-fficiency.” Hon. Nathan L. Miller, Governor, of New York. 
‘Insurance and the Modern Political State,” Walton L. Crocker, 
vice-president of the John Hancock Mutual Life Insurance Co. 
“Recent Fluctuations in Policy Loans,” Henry 8S. Nollen, pres- 
| ident of the Equitable Life Insurance Company of Iowa. 








LATEST INSURANCE DECISIONS DISCUSSED 


By WILLIAM OTIS BADGER, JR. 
(Of the New York Bar) 











CONTRACT TO CHANGE BENEFICIARY IN LIFE 
POLICY ENFORCEABLE 


Paula Lovinger brought this bill in equity against Francis 
P. Garvan, alien property custodian under section 9 of the 
Trading with the Enemy Act. The plaintiff was a citizen 
of the United States. One Roza Molnar, a citizen of Hun- 
gary and resident of the United States in November, 1917, 
secured a policy of life insurance in the sum of $1,000 from 
the New York Life Insurance Company, payable at her 
death to one Sandor Kamarony, her brother, who was also 
a citizen of Hungary, and, therefore, an alien. Roza 
Molnar had been living in the United States for some time, 
but had no relatives here. ‘She was in bad health, but was 
sporadically able to earn about $30 a month in household 
service but was obliged to be idle for the greater part of 
the time. During this period she lived with the plaintiff, 
and neither paid board nor contributed in the househo!d 
work. The plaintiff was friendly disposed to Roza Molnar, 
and allowed her to live in her family, at least in part, from 
motives of charity. 

About May, 1918, Roza Molnar met with an accident 
which required a surgical operation, and at her request 
the plaintiff allowed the operation to take place at her 
home. She made a bad recovery, and continued sick until 
November 8, 1918, when she developed pneumonia. She 
was then taken to a hospital where she died on November 
12, 1918. During the last six months of her life the plain- 
tiff nursed her at her home. 

The life insurance policy had the customary provision 
by which the insured could change the beneficiary at her 
pleasure by written notice to the home office of the insur- 
ance company, followed by an indorsement on the policy 
itself. This was never done, though Roza Molnar re- 
quested the collecting agent of the company to do that at 
one time during her sickness and after the accident. ‘On 
the day before her death, Koza Molnar, while in the hos- 
pital, called in a notary public and in the presence of the 
plaintiff and others, executed a document drawn by the 
notary and witnessed by the notary and the plaintiff's 
husband by which she bequeathed the policy and the money 
she had in the bank to the plaintiff. She also handed the 
policy itself over to the plaintiff. The document is not 
asserted to have effected a transfer of the insurance and 
the plaintiff claims under a contract between Roza Molnar 
and herself changing the beneficiary in the policy. 

The alien property custodian seized the interest of the 

Id beneficiary, Sandor Kamarony, and has, therefore, suc- 

eded to his rights. The question arises as between the 
defendants so substituted and the plaintiff. 

The District Court of the United States for the Southern 
District of New York decided that such a contract to 
change the beneficiary in a life insurance policy was en- 
forceab'e and that equity will disregard the formal steps 
and treat the promisee as an already substituted beneficiary. 

Judge Learned Hand, in writing the decision, said: 

“The beneficiary of a policy such as this has a con- 
tingent interest which becomes absolute upon the death 
of the insured, living himself. That interest is, however, 
subject to defeat by the reserved power of the insured 
to change the beneficiary and appoint another. There- 
fore, in these cases the question is whether the power has 
been exercised, or, if not, whether the new beneficiary 
has the right to compel its exercise after the death of the 
insured. Where there is no valid contract made by the 


insured during his life, the rule has uniformly been, so 
far as | have found, that nothing short of an actual exer- 
cise of the power according to its conditions will effect 
a change. Seems v- . Thomas, 131 N. Y. 205, 30 - E. 61. 
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‘However, if the new bauitintane is a promisee for 
consideration of the person ‘having the power, he has a 
right to compel the specific performance of the power, 
which is not determined by the death of the promisor. 
If the whole transaction were carried out in detail, he 
could compe! the executors of the promisor to execute 
the power, which would speak as of the date of the con- 
tract. Equity will disregard the formal steps and treat 
the promisee as an already substituted beneficiary. Nally 
v. Nally, 74 Ga. 669, 58 Am. Rep. 458; Schoenholz v. 
N. Y. Life Ins. Co. (App. Div. Ist Dept.), 183 N. Y. Supp. 
251. This does not, however, depend upon any vague 
theorv of equity, nor is it based upon general motives 
of supposed justice. It rests upon the existence of an 
enforceable contract between the insured and the prom- 
isee, creating an obligation ito use his reserved power. 
The case at. bar, therefore, turns absolutely upon the 
existence of’such an obligation. 

“ The plaintiff never gave any promise to Roza Molnar, 
but none was necessary, because the contract, if any 
was made, was unilateral. The critical question is 
whether the parties mutually understood that the promise 
was made as a consideration for the performance. That 
is not always an easy question to decide; it depends 
upon whether the promise was intended to induce the: 
promisee to perform, and whether she was, in fact, 
induced by it to do so. That is in turn a question of 
the actuating motives of the parties. In a case like this, 
where the performance is explicable in part, at least, 
from motives of kindness or charity, the question is 
whether, notwithstanding such motiyes, the performance 
was not in part actuated by the promise as well, and 
understood to be so actuated. 

“ The plaintiff's story is not so probative of her case 
as her brother’s, some of whose language is hardly con- 
sistent with any other conclusion than that of a contract. 
Still I cannot rely upon the exact words which either 
puts into Roza Molnar’s mouth. It is certain that she 
intended to give the policy to the plaintiff, told her that 
she would do so, and tried to effect that result. Most 
of the services rendered by the plaintiff followed the 
promises, and could have been a consideration for them. 
I do not rely upon the will, except as corroboration of 
what had gone before. 

“ Now, it appears to me‘to fail in understanding the 
posture of these two women to each other to read what 
they said as being nothing btfit an expression of gratitude 
and kindness. That it included these is true enough, but 
I think it went further. The plaintiff was in narrow cir- 
cumstances, and the presence of Roza Molnar in her 
| home, sick and penniless, both must have known to be a 
serious incumbrance to her. It seems to me not in any 
sense to impugn the kindness of the plaintiff to suppose 
that Roza Molnar made the promise to insure her con- 
tinued services, and that the plaintiff accepted the promise 
in the same sense. I find, therefore, that the parties were 
engaged in a bargain, though one into which other than 
selfish motives entered, and that there was, therefore, a 
contract which the x: may enforce. lLovinger v. 
Garvan, 270 Fed. Rep. 2 
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REPORTS UPON COMPANIES AND ASSOCIATIONS 








COMMONWEALTH LIFE INS. CO., 
OMAHA, NEB. 
Change of Stock Control. 

A syndicate @f lowa and Illinois finan- 
ciers have purchased a block of stock of 
the above company. 

Subsequent to the transfer of said stock, 
the former president, Frans Nelson, re- 
tired from the presidency and board of 
directors and was succeeded by F. J. 
Uehling, formerly secretary of the com- 
pany, Charles 8S. Whitfield being elected 
secretary. 

The eompany will be continued in Omaha 
for the time being at least. 
CONNECTICUT GENERAL LIFE INS. CO., 

HARTFORD, CONN, 
1921 Business. 

This company reports most satisfactory 
progress during this year. 1920 was the 
company’s record year. 

The comparative figures for 1920 and 
1921 are: 

January 1 to September 30, Written Basis. 








1920. 1921. 
Life department... $78,718.775 $74,530,723 
Group department. 44,391,038 23,871,769 
$123,109,813 $98,402,492 
Total net gain.... $80,412,989 $33,753,951 


Mortality Life Department. 
1020. . . > > en meeeweeneeeneneneeeneeneeeeeeeeee 


BPEL. 0 0 ce swccccesccccscooccccescccecs 52% 





CONTINENTAL LIFE INSURANCE CO., 
KANSAS CITY, MO. 

A group of prominent business and in- 
surance men of St. Louis, Mo., headed by 
Edmund P. Melson, a former president of 
the Missouri State Life Insurance Com- 
pany; John W. Cooper, formerly president 
of the Continental] Life Insurance Com- 
pany, and Charles G. Revelle, a former 
Superintendent of Insurance of Missouri, 
have acquired approximately 29,000 shares 
of a total of 49,000 shares of the capital 
stock of the Continental Life Insurance 
Company, of Kansas City, Mo. A large 
part of this stock was bought from the 
International Life Insurance Company, of 
St. Louis, Mo., which company had been 
purchased by that company in May last. 

We have been assured that this deal will 
result in the continuance of the Continental 
Life as a going and independent company. 

The annual meeting of the company will 
be held next January. 





GREAT WESTERN LIFE INS. CO., 
BILLINGS, MONT. 
Incorporates. 

This company is being organized under 
the laws of Montana. Its articles of in- 
corporation were approved by the Insur- 
ance Department of that State August 27, 
1921, and the company received its charter 

September 1, 1921. 

The authorized capital is $250,000, divided 
into 25,000 shares of a par value of $10 
each. 

The incorporators and temporary officers 
are: President, Oliver Blood; vice-presi- 
dent and manager, P. H. Kelly; treasurer, 


Alfred Thomander; secretary, L. O. John- 
son, 

The incorporators plan to sell the stock 
for $25 per share. Ten dollars will go to 
the capital account, $10 to surplus, and $5 
will be available for organization and pro- 
motion expenses. The commission to stock 


, Salesmen will be 15%. 


The company proposes to do a life busi- 
ness only and states that its form of valu- 
ation is to be upon the American Experi- 
ence 34%% Modified Preliminary Term 
plan. 

Vice-president and Manager P. H. Kelly 
is said to have had twenty-five years in the 
life insurance business in various positions, 
namely, agency manager, supervisor and 
superintendent of agencies, besides a Home 
Office connection. 

The Insurance Department sfates that 
the laws of Montana do not provide for 
any fixed amount of organization expenses 
but that the articles of incorporation were 


approved upon the understanding that the 





organization and promotion expenses would 
be kept under 20%. 





ILLINOIS LIFE INSURANCE COMPANY, 
CHICAGO, ILL. 
New Disability and Double Indemnity 
Benefits. 

Beginning October 15th the Illinois Life 
is granting new and liberalized disability 
and double indemnity benefits in connec- 
tion with its regular policy forms. These 
benefits are covered by a rider attachment 
to the policy and made part of the policy. 
The benefits are available in various com- 
binations and the company has announced 
complete schedule of rates on all its poli- 
cies to which the benefits may be attached 
in their various combinations. 

Rate A applies to policies without any 
disability or additional accidental death 
benefits. 

Rate B applies to policies with waiver of 
premium disability benefit. 

Rate C applies to policies with waiver of 
premium and income disability benefit. 

Rate D applies to policies with addi- 
tional accidental death (double indemnity) 
benefit. 

Rate FE applies to policies with both the 
waiver of premium disability benefit and 
the additional accidental death (double in- 
demnity) benefit. 

Rate F applies to policies with waiver of 
premium disability benefit, income dis- 
ability benefit, and additional death 
(double indemnity) benefit. 

The double indemnity benefit is a gen- 
eral accident benefit and covers accidental 


_death any time after the delivery of the 


policy and prior to age 60. 

The disability benefits apply to total and 
permanent disability occurring before the 
attainment of age 60. Claims for disability 
will be considered when the disability has 
continued for three months. The first 
monthly payment due under the monthly 


_ income disability benefit is payable on the 


first of the month succeeding due proofs 
of disability. If any premium falls due 
after the receipt of proofs of disability 


| proofs. 


- and before the approval] thereof, it is re- 


quired to be paid by the insured but is 
refunded by the company on approval of 
The monthly income payable is at 
the rate of $10 per month per $1,000 of 
insurance. 
Illustration, 
Premium Rates, Age 35, $1,000. 
Premium Rate Symbols. 

Rate A is the premium rate applicable 
to a policy without any disability or ad- 
ditional accidental death benefits. 

Rate B is the premium rate applicable to 


a policy with waiver of premium disability 
_ benefit. 


Rate C is the premium rate applicable 
to a policy with waiver of premium dis- 
ability benefit and income disability bene- 
fit. 

Rate D is the premium rate applicable 


to a policy with the additional accidental 





death (double indemnity) benefit, but 
without any disability benefit. 

Rate E is the premium rate applicable 
to a policy with both the waiver of pre- 
mium disability benefit and the additional 
accidental death (double indemnity) bene- 
fit. 

Rate F is the premium rate applicable to 
a policy with waiver of premium disabil- 
ity benefit, income disability benefit and 
the additional accidental death (double in- 
demnity) benefit. 


A B Cc D E F 


(1).. $28.19 $28.54 $30.28 $29.69 $30.04 $31.78 
(2).. $37.99 $38.24 $40.18 $39.70 $39.95 $41.89 
(3).. $51.44 $51.74 $52.64 $52.94 $53.24 $54.14 


1. Ordinary Life. 
2. 20-Payment Life. 
5. 20-Year Endowment, 





IOWA LIFE INSURANCE COMPANY, 
WATERLOO, IA, 
Passes Into New Hands. 

A controlling interest in the capital 
stock of this company has been acquired 
by interests identified with the Interna- 
tional Life & Trust Company of Moline, 
Illinois. It is rumored that a merger of 
the Iowa and the International Life & 
Trust is contemplated but according to 
latest advices from the Insurance Depart- 
ment of Iowa no formal proposition as to 
any such consolidation or merger had been 
presented. 





METROPOLITAN LIFE INS. CO., 
NEW YORK. 
Housing Loans. 

Housing loans authorized by the Metro- 
politan Life Insurance Co. since January 1, 
1920, have amounted to, in round figures, 
$59,500,000. Loans have been authorized on 
4,207 dwellings for a total of, in round 
figures, $17,000,000. These dwellings will 
accommodate 4,435 families. Loans have 
been made on 337 apartment houses for a 
total of, in round figures, $43,624,000. The 
total loans made and authorized for hous- 
ing amount to just short of $60,000,000. 
The total coverage according to plans on 
which the loans were made is for 13,467 
families. 
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NORTHERN LIFE INSURANCE COM- 
PANY, SEATTLE, WASH. 


Increases Its Capital. 


The company’s president, Mr. Morgan, 
recently announced an increase in the capi- 
tal from $200,000 to $250,000 by means of a 
stock dividend. 

He also stated: 

“ With recent completion of fifteen years 
of activity the Northern Life’s first fifteen- 
year policies are beginning to mature, and 
the dividends these represent, together 
with the current dividends to policyholders, 
give promise of dividends exceeding 
$300,000 for the present year and 1922. The 
fourteenth dividend on fifteen-year-matur- 
ing policies would amount to 34.8%. It was 
stated. ‘ 

“As rapidly’as the dictates of good busi- 
ness judgment warrant, the Northern Life's 
field of operations is to be extended. In 
accordance with this policy, general offices 
for Oregon were opened in August and 
California is the next State on the list.’ 





PEOPLES LIFE INSURANCE COMPANY, 
CHICAGO, ILL. 


Receiver Appointed for the Co-Operative 
Society of America, the Owner of a 
' Majority of the Capital Stock 
- of the Peoples Life. 


As reported in Best’s Life Insurance Re- 
ports (1921), page 519, the capital stock 
control of the Peoples Life passed early in 
1921 to the Co-Operative Society of America. 

The trustees of the society were: Har- 
rison M. Parker, W. A. Hawkenson, John 
Coe. 

The receiver (Central Trust Company of 
Illinois) appointed by Judge Evan A. 
Evans on October 6, 1921, has not (at last 
advices) issued any report. 

It is not known to what extent (if any) 
the Peoples Life may be involved. 

Press reports state: 

“At the hearing before Judge Evans, 
the society claimed to own the City State 
Bank, the Peoples Life Building, the 
Peoples Life Insurance Company, the 
Rochdale wholesale grocery house, several 
canneries, land development projects and 
more than 180 operating grocery stores. 

“Its assets, according to officials of the 
company, were more than $5,000,000 and its 
liabilities less than $2,500,000. According 
to evidence submitted both to the judge 
and the master in chancery, however, its 
liabilities are nearer $15,000,000.” 

“ According to Mr. Parker, the bank and 
the insurance company are owned by the 
Co-Operators of America, which is a trust 
created last February, and are not included 
in the receivership created by Federal 
Judge Evan A. Evans. 

“ Announcement was made by the Cen- 
tral Trust Company, which was appointed 
receiver by Judge Evans, that no action 
will be taken to take over the assets of the 
Co-Operative Society of America until fur- 
ther instructions have been given by the 
court.” 

‘* Announcement was made by the United 
States district attorney’s office that the 
criminal investigation ordered in August 
by Judge Landis into alleged juggling of 
the society’s funds by Parker and fellow 
officials has almost been completed and 





evidence will be presented to the federal 
yrand jury without delay.” 

The Peoples Life Insurance Company 
was organized in 1908. Its statement for 
the year ending December 31, 1920, shows: 





Se CE 6 cnc bcncescaese $733,111.70 
Se BE ceckedueckaves vetuds $579,092.17 
DT s+ o's chsdudeweendasakeews $101,736.66 
CE 6 «a  benneetsec debeeess $23,051.89 
Insurance im fOFrce....ccccccces $4,391,895.00 
POLICE AND FIREMEN’S INSURANCE 


ASSOCIATION, INDIANAPOLIS, IND. 
Report of Examination Reviewed. 

This association was examined by the 
{nsurance Department of Indiana as of 
August 20, 1921. The report dated August 
29, 1921, contains the financial statement of 
the association showing the income and 
disbursements from January 1, 1921, to 
August 20, 1921, inclusive, and its condition 
at the close of business on the latter date, 
which statement, in brief, is as follows: 














Income. 
Net amount received from mem- 
Dt 64.0 » seeeeennkeeeensaueess $90,714 
gE ae ee 219 
SE. db iectndeedkdencbes $90,933 
Disbursements. 
Total paid members............. $38,433 
Other disbursements ............. 23,046 
Total disbursements ........... $61,479 
Assets. 
ey SD sé vee-nde coescnnac eee $39,388 
edn end ekbeewesnee $43,417 
Assets not admitted.............. 191 
Admitted assets ............... $43,226 
Liabilities. 
Total death claims............... $4,408 
Total sick and accident claims... 1,904 
Se GEE “6 wodcvecdcceddnces 448 
OE HED bcc cddvcccccedes $6,760 


In commenting upon the association the 
examiners stated: 

“The foregoing statement reflects great 
credit upon the management, indicating 
conscientious effort to adjust all claims 
promptly and to protect the funds of the 
association by safe investments.” 





PRUDENTIAL INS. CO. OF AMER,, 
NEWARK, N. Jd. 


Report of Special Examination. 


This company was examined along 
specific lines by the Insurance Departments 
of New Jersey, Indiana, Massachusetts, 
Missouri and New York, the report being 
dated September 12, 1921. 

Extracts — Examiners’ Comments. 
“Comparison of Proportion of Insurance 
and Investments in New York State. 
“In order to compare the size of the 
company’s New York business with the 
asset investments in that State, various 
exhibits were prepared which are filed 

with this report. 

“ Exhibit ‘A’ shows the amounts of in- 
surance in force in the various States and 
the mortgages on properties located in the 
various States, together with the per- 
centages of the corresponding totals. 








“For the convenience of reference some 
of the figures on Exhibit ‘A’ are set forth 
in the following table. The figures were 
taken from the annual reports to Insur- 
ance Departments of the condition of the 
Prudential Company for the year 1920: 
Percentage 

of Total 


Insurance 
in Force 


State. Dee. 31, 1920. Insurance, 
IUOW ORM ccccces $1,065,341,015 20 .905% 
Pennsylvania $836,.612.005 16.417% 
New Jersey....... $478,634,704 9.392% 
Massachusetts $193,618,800 3.799% 
Connecticut ...... $85,899,208 1.688% 
Rhode Island..... $33,119,439 .650% 
BE “codeaenueeies $26,291,452 .516% 
New Hampshire... $20,067,176 394% 
\. $8,825,253 173% 

Unpaid 
Balances 
on Percentage 
Mortgage of Total 
Loans Mortgage 

State. Dee. 31, 1920. Loans. 
Pee WO Ss wecsvess $38,621,432 19 .456% 
Pennsylvania ....... $461,666 233% 
New Jersey ........ $14,445,246 7.277% 
Massachusetts ...... bietecoes égaeee 
CONTEND éccceces |) 08 6 0tediecese = s HS 
ee EE dvewesé 8 8 ctetddaden ~ | devas , 
EE cGccdecedecessé 8 86©60scsddccesé | codabe 
Mow BEOUROGROsccs 3 occcccese ee 
WOUND ciccssiccee § seesessoe 8 § «=. ean oe 

“These figures show that New York 


State heads the list of States with 20.90% 


of the company’s business as compared 
with 19.45% of the company’s mortgage 


loans. 

‘* Pennsylvania is second on the list with 
16.41% of the company’s business, as com- 
pared with Jess than 1% of the company’s 
mortgage loans. 

“New Jersey is third on the list with 
9.39% of the company’s business, as com- 
pared with 7.27% of the company’s mort- 
gage loans. 

“The entire New England States, with 
7.22% of the company’s business, have no 
mortgage loans. 

‘‘The figures appearing on this exhibit 
show that New York State has a larger 
percentage of money invested in mort- 
gage loans of the Prudential Insurance 
Company than is enjoyed by any other 
State. 


“ Percentage of Total Assets Invested in 
Mortgage Loans, 


“In order to compare the amount of 
mortgage loan investments of the Pruden- 
tial Insurance Company with that of New 
York State companies of similar size, 
figures were secured from the annual state- 
ments, filed with Insurance Departments, 
for the year 1920, of the Equitable, Mutual 
Life, Metropolitan and New York Life In- 
surance Companies, and Exhibit ‘B’ was 
prepared showing these figures. 

“Exhibit ‘B’ gives the percentage of 
total assets which were invested in mort- 
gage Joans, together with supporting fig- 
ures. as of December 31, 1920, for the above 
mentioned companies separately and com- 
bined as one, and it also gives correspond- 
ing figures for the Prudential. 

(Continued on next page) 
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PRUDENTIAL INS. CO.— Continued. 

“For the convenience of reference, some 
of the figures on the exhibit are set forth in 
the following table: 


% of 

Mortg. 

Loans 

to 

Ledger Mortg. Ledger 

Company. Assets. Loans. Assets. 

Equitable .. $613,045,781 $126,716,995 20.67 

Mutual. ... $664.507,191 $104,307,542 15.69 

Metropolitan. $945,536,129 $357,703,046 37.83 

N. Y. Life.. $939,328,504 $164,796,22G 17.54 
Combined as 

one .... .$3,162,457.605 $753,523,809 23.83 

Prudential... $669,674,020 $198,508,262 29.64 


“These figures show that the Prudential 
has 20.64% of its total ledger assets in- 
vested in mortgages, whereas the four New 
York State companies, combined as one, 
have 23.85%. 

“Furthermore, these figures show that 
only one New York company has a larger 
percentage of its assets invested in mort- 
gage loans than the Prudential Insurance 


Company. 
“Exhibits ‘A’ and ‘B’ taken together 
show that as of December 31, 1920, New 


York State with 20.90% of the total insur- 
ance in force had 19.45% of the mortgage 
loans of the company and that the com- 
pany had a larger proportion of its assets 
invested in mortgages than was shown by 
the four largest N®w York State life in- 
surance companies combined as one. 

“ Percentage of All Types of Investments 


in State of New York. 

“In order to consider all types of the 
Prudential Insurance Company’s_ invest- 
ments in the State of New York, Exhibit 
‘CC’ was prepared. This exhibit is an item- 
ized statement of the investments of the 
company as of December 31, 1920. It 
shows the distribution of assets as to 
type of investment regardless of the loca- 
tion of the investment and a corresponding 
distribution of assets invested in, or allo- 
cated to, the State of New York. Amounts 
nre given, with percentages, of the cor- 
responding totals. 

“For the convenience of reference, some 
of the figures on the exhibit are set forth 
in the following table: 

Amount in 
New York 


Type of Assets. State. 
Farm mtg. loans... $107,782,021 
City mtg. loans.... 90,726,241 $38,621,432 
Total mtg. loans. $198,508,262 .......... 
Policy loans ....... $46,159.107 $9,079,496 
U. S. Govt. bonds... $105,149,.606 $21,981,526 
Railroad bonds .... $200,568,641 $13,608,221 
Mise. bonds ........ $45,208,267 $9,625,106 
Cash. ............. $8,826,546 $3,008,967 
Misc. assets........ $11,180 $2.337 
% in N. Y. 
% in N. Y. of 

of Total Each Type 
Ledger of Ledger 

Type of Assets. Assets. Assets. 
City mtg. loans..... 5.77 42.56 
Total mtg. loans... oe 19.45 
Policy loans ....... 1.36 19.67 
U. S. Govt. bonds.. 3.28 20.905 
Railroad bonds ..... 2.03 6.79 
Misc. bonds ........ 1.44 21.29 














Ee © 6 © ceecee seb .45 34.09 
Misc. assets ........ eens 20.90 
14.33 


“The mortgage loans, policy loans and 
cash in banks are New York investments. 
The railroad bonds and miscellaneous 
bonds are allocated to New York in pro- 
portion to the property ownership in New 
York of the companies whose bonds are 
owned. The United States Government 
bonds are apportioned on the basis of the 
business in force. 

“The figures in the preceding tab!es are 
of interest in connection with the fact that 
20.90% of the business of the Prudential is 
in New York State. 

“The figures show that the Prudential’s 
mortgage loans in New York State are 
5.77% of its ledger assets, 19.45% of its 
total mortgage loans and 42.56% of its city 
mortgage loans. 

“ Particular attention is called to the last 
quoted percentage. New York State mort- 
gage loans of the Prudential Insurance 
Company are all of the city property class 
and, when compared with the total city 
mortgage loans of the Prudential, show 
42.56% invested in New York State instead 
of the 19.4500 shown when the total mort- 
gages are considered, 

“The figures also show that the total 
investments of the Prudential Insurance 
Company in New York State, including 
mortgages, are 14.33% of its ledger assets. 

“The other investments comprise loans 
on policies made to New York policy- 
holders, cash in New York banks, invest- 
ments in bonds covering New York prop- 
erty and investments in Government bonds, 
New York being charged with its share of 
the latter. 


“ Percentage of All Types of Investments 
in State of Pennsylvania. 


“As Exhibit ‘C’ shows Prudential data 
regarding New York State, Kxhibit ‘D’ 
shows Prudential figures regarding Penn- 
sylvania. Considering the Prudential’s in- 
surance in force as of December 31, 1920, 
Pennsylvania is next to New York, the 
percentage being 20.90 for New York and 
16.41 for Pennsylvania. 

“The figures show that the Prudential’s 
mortgages in Pennsylvania are .07% of its 
ledger assets, .233°%, of its total mortgage 
loans and .508% of its city mortgage loans. 

“The figures also show that the total 
Prudential investments in the State of 
Pennsylvania are 5.35 of its ledger assets. 

“The following is a comparison of per- 
centages of New York and Pennsylvania: 

“Business in force to total business: 
New York, 20.90%; Pennsylvania, 16.41%. 

**Mortgage Joans in State to total mort- 
gage loans: New York, 19.45%; Pennsyl- 
vania, .233%. 

“Mortgage loans in State to city mort- 
gage loans: New York, 42.56%; Pennsyl- 
vania, .508%. 

“Mortgage loans in State to total assets: 
New York, 5.61%: Pennsylvania. .07%. 
“All assets in State to total assets: 

York, 14.33%: Pennsylvania, 5.35%. 

“The above comparative figures show 
that New York State has a greater share 
of mortgages and other assets of the Pru- 


New 





dential than Pennsylvania, in comparison 
with the business in force. 


“ New York Companies’ Business in New 
Jersey. 

“Comparison of a New Jersey company’s 
business in New York State with New 
York companies’ business in New Jersey 
was the cause of the preparation of Ex- 
hibit ‘E.’ The exhibit shows the business 
in force and the mortgage investments in 
the State of New Jersey of the four largest 
New York State life insurance companies 
individually and combined as one. The 
figures were taken from the annual reports 
of the companies to Insurance Departments 
as of December 31, 1920. 

“ Below is a summary of the figures ap- 
pearing on the exhibit: 


Business % 
in Force of Total 
in N. J. Business. 
Equitable. ........ $68,964,982 2.6% 
Mutual. ........... $43,781,063 1.9% 
Metropolitan ....... $337,894 ,727 5.3% 
New York Life..... $76,193,504 2.2% 
Combined as one... $526,834,276 3.5% 
Mortg. % of Total 
Loansin Mortg. 
N. J. Loans. 
PEED 0.6 © esncse $36,095 038% 
BE cnccccecceces $1,827,950 1.75% 
Metropolitan ....... $578,650 .16% 
New York Life..... $31,975 .02% 
Combined as one... $2,474,670 33% 


“The figures of the Prudential Insur- 
ance Company on Exhibit ‘A’ show that 
20.90% of business in force is from New 
York State as compared with 19.45% of 
mortgage loans located in that State. 

“The figures of the four New York State 
companies combined as, one, on Exhibit 
‘KE,’ show that 3.5% of business in force is 
from New Jersey as compared with .33% 
of mortgage loans located in that State. 

“In other words, since 20.90% of all the 
Prudential’s business is in the State of 
New York, it might be thought that $209 
out of every $1,000 of mortgage investments 
should be on New York State property. 
As a fact, $194.50 out of every $1,000 is on 
New York State property. 

“Taking the New York State companies, 
8.5% of their business is in the State of 
New Jersey and it might be thought that 
$35 out of every $1,000 of mortgage invest- 
ments should be on New Jersey property. 
As a fact only $3.30 is on New Jersey 
property. 


“New York State Companies’ Investments 
in New York and Other States. 
“Exhibit ‘F’ was prepared in order to 
show the effect on the four largest New 
York companies if they were required to 
restrict the percentage of mortgage in- 
vestments in New York State to the per- 
centage of business done in New York 
State. 
‘“‘A summary of the figures on Exhibit 
‘EF’ is shown below: 
% of Ins. in Force. 
N.Y. Other States. 


Equitable ...... 24.6% 75.4% 
Mutual Life .... 17.5% 82.5% 
Metropolitan ... 20.3% 79.7% 
New York Life.. 18.1% 81.9% 
Combined as one 20.1% 79.9% 
Prudential ..... 20.9% 79.1% 
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% of Mortg. Loans to 
Total Mortg. Loans. 
N.Y. Other States. 


Equitable ...... 41.9% 58.1% 
Mutual Life .... 92.1% 7.9% 
Metropolitan ... 70.5% 29.5% 
New York Life. 52.6% 47.4% 
Combined as one 64.38% 30.2% 
Prudential ..... 19.5% 80.5% 


“The above figures show that if the 
New York companies had been required to 
restrict their mortgage investments’ in 
New York State to a percentage equaling 
the business they do in New York State, 
the mortgage investment in New York 
State of the four companies combined as 
one would be reduced from 64.8% to 20.1%. 

“The New York mortgage loans of the 
four New York companies combined as 
one are $488,055,783. Had the plan out- 
lined been enforced, these loans would be 
reduced to $151,458,286. The loss to New 
York State from these four companies 
would be $336,597,497. 

“The preceding facts are given to show 
the effect any legislation along these lines 
might have with respect to investments in 
New York and other States, but not with 
the idea of approving the theory as a basis 
for such legislation. 


“Income of 1920 Available for Investment. 
“In order that the amounts available for 
investment during the year 1920 might be 


considered with reference to total figures, 
and New York State figures, °x- 
hibit *‘G’ was prepared. This exhibit 


shows the income and disbursements and 
the increases and decreases arising from 
investments. It does not charge New York 
State with any share of investments in 
* United States Government bonds, and 
shows that during the year 1920 the Pru- 
dential Insurance Company had available 
for investment from New York $18,683,886 
and that during the year 1920 it did invest 
in New York State the sum of $18,987,993. 
In other words during the year 1920 the 
Prudential Insurance Company placed in 
New York investments $304,107 more than 
was New York’s share of moneys available 
for investment. 

“ Of the total income available for invest- 
ment from all sources during 1920, 73.71% 
was invested in mortgage loans compared 
with 20.40% invested in bonds. More than 
half of the bond investment was in Govern- 
ment Bonds. 

“Of the New York State income available 
for investment during 1920, 94.09% was in- 
vested in mortgage loans in New York 
State. 

“Attention is called to the fact that the 
total mortgage loan investment of the Pru- 


dential Insurance Company _ increased 
47.99% in the year 1920 over 1919, the 


amount invested in mortgage loans being 
$134,134.923.53 in 1919 and $198,508,262.17 in 
1920. 


“ Relationship Between the Prudential In- 
surance Company and the Fidelity 
Trust Company 
“At the hearings before the Lockwood 
Committee, the officers of the Prudential 
Insurance Company were questioned re- 
garding the relationship existing between 





proposed merger of the two companies in 

1902. 

“The proposed merger was investigated 
and described in 1905 by the Joint Com- 
mittee of the Senate and Assembly of the 
State of New York, appointed to investigate 
the affairs of life insurance companies 
(known as the Armstrong Committee), and 
subsequently in 1906 by New Jersey Senate 
Select Committee appointed to investigate 
the subject of life insurance in New Jersey 
(known as the Hillery Committee). 

“The following is a statement regarding 
the relationship existing between the two 
companies and the proposed merger. 

“For many years prior to 1900 the Pru- 
dential Insurance Company had a bank ac- 
count with the Fidelity Trust Company, 
which was an active account. In January, 
1900, the Prudential Insurance Company 
purchased from the National City Bank of 
New York City 2,500 shares of stock of the 
Fidelity Trust Company. This purchase 
gave the Prudential the ownership of 25% 
of the capital stock of the Fidelity Trust 
Company. 

“In February, 1902, the Prudential Insur- 
ance Company acquired 2,385 additional 
shares of stock of the Fidelity Trust Com- 
pany, purchasing them from the Fidelity 
Trust Company, when the capital of that 
company was increased. In the same year 
85 shares were sold, leaving 4,800 shares of 
stock of the Fidelity owned by the Pruden- 
tial at the end of 1902. This gave the Pru- 
dential an cwnership of 32% of the capital 
stock of the Fidelity Trust Company. 

“The following table sets forth the re- 
lationship existing between the deposits, 
stockholdings and board contro] for the 
period preceding and following the pur- 
chases; details showing particulars of these 
items from 1899 to 1920 inclusive, are shown 
on Exhibits ‘I,’ ‘J’ and ‘K’: 

“Average daily balance of the Prudential 
Insurance Company with the Fidelity 
Trust Co.: 1899, $684,600; 1900, $869,971 ; 
1901, $1,087,734; 1902, $1,792,584. 

“Prudential stock owned by Fidelity at 
end of year: 1899, less than 1%; 196), 
less than 1%; 1901, less than 1%; 190”, 
49.98%. 

“Fidelity stock owned by Prudential at 
end of year: 1899, none; 1900, 25%; 
1901, 25% : 1902, 32%. 

“Other stockholders common to both com- 
panies owned — Of Prudential stock: 
1899, 39.88%: 1900, 41.13%; 1901, 38.68% ; 
1902, 8.69%. Of Fidelity stock: 1899, 
65.74% ; 1900, 33.09% ; 1901, 31.11%; 1902, 
20.81%. 

“Directors common to both companies 
constituted — Of Prudential directors: 
1899, 21%; 1900, 29%; 1901, 36%; 1902, 
36%. Of Fidelity directors: 1899, 23%; 
1900, 31%: 1901, 28%; 1902, 26%. 

“Tt will be seen that in 1902 the stock- 
holdings of the Fidelity Trust Company in 
the Prudential Insurance Company in- 
creased in a large percentage. 

“With the idea of perpetuating absolute 
control of both companies, the management 
of the Prudential Insurance Company ar- 
ranged a plan in the latter part of 1902 
which would virtually have merged the 
two institutions and which explains the 


the Prudential Insurance Company and the | large increase in the stockholdings of the 


Fidelity Trust Company, of Newark, New 
Jersey, particularly with reference to the 


Fidelity Trust Company in the Prudential 
Insurance Company during 1902. 





“The report of the Hillery Committee 
previously mentioned, dated March 6, 1907, 
page 10, volume IV, Chronicle Print, de- 
scribes the plan as follows: 

“*Tt appears that in 1902 a plan was de- 
vised between the managers of the Pru- 
dential Insurance Company and the man- 
agers of the Fidelity Trust Company 
whereby each corporation should own and 
hold a majority of the stock of the other 
corporation, the design being. as stated by 
(then) President Dryden, of the Prudential 
Insurance Company, to keep the stock of 
the Prudential Company together, and so 
conserve the interest of the policyholders, 
as well as put the assets of the company 
forever beyond the reach of reckless specu- 
lators, who, when the stock should become 
scattered, might acquire it, even at fancy 
prices, for the purpose of manipulating the 
assets, as had been the case in the past in 
many instances known to all insurance 
men. “ The plan adopted by the majority 
of the stockholders of the insurance com- 
pany was to negotiate a sale to the Fidelity 
Trust Company of a controlling interest in 
the shares of the insurance company: that 
company to double its present capital of 
$1,500,000, and put out the new stock at 
$750 per share * * * Concurrently with 
the plan of the trust company to acquire a 
controlling interest in the stock of the in- 
surance company, the _ principal _ stock- 
holders of the insurance company consider 
it highly desirable that the insurance 
company shall acquire a like interest in 
stock of the trust company, and, at our 
instance, the directors of the trust com- 
pany have made such contracts with their 
stockholders that they can tender to the 
insurance company, at $750 a share, a suf- 
ficient number of shares of the new issue 
to give the insurance company, with their 
present holdings, such control.” ’ 

‘It will be seen that the plan required 
the Fidelity Trust Company to purchase a 
control of the stock in the Prudential In- 
surance Company. This represented more 
than 20,000 shares. The individual stock- 
holders of the Prudential] Insurance Com- 
pany entered into an agreement with the 
Fidelity Trust Company to sell such con- 
trol at an agreed price of $300 for each $50 
share of stock. It thus became necessary 
for the Fidelity Trust.Company to arrange 
for the financing of this purchase in an 
amount of approximately $6,000,000. 

“Tt has been previously stated in this 
report that the average daily balance of 
the Prudential Insurance Company with 
the Fidelity Trust Company for the year 
1902 was $1,792,584.22. 

“At November 21, 1902, the day prior to 
the purchase of the Prudential Insurance 
Company’s stock, the capital, surplus and 
undivided profits of the Fidelity Trust 
Company amounted to $5,194,684 and its 
deposits were $9,907,730.33, a total of 
$15,102,414.33. 

“The deposits of the Prudential Insur- 
ance Company with the Fidelity Trust 
Company were increased in the latter part 
of 1902 and the beginning of 1903. The de- 
posits for the latter part of 1902 are as 
follows: 


Gatetar Gi Tie c< cos cctvcosccdos $1,946.476.45 
November 30, 1902.........cccee- $2,541,442.95 
December 31, 1902.........ccceee- $2,395,641.76 


(Continued on next page) 














PRUDENTIAL INS, CO.— Continued. 

“The details of the deposit balances of 
the Prudential Insurance Company with 
the Fidelity Trust Company are set forth 
in the report of the Armstrong Committee, 
page No. 3664, volume IV, J. B. Lyon Co. 
print, as follows (in part): 


PN Gs Tees ok becccvdeocced $4 ,928,752.00 
November 30, 1908... cccccsccess $6,397,138.31 
ee Bas Ts ches siaccocsicees $5,101,123.32 
PORE Ge, Bes ocseccccescseds $1,480,311.26 
Sens Gi Tee ki cdcocsteccceddd $1,485.234.20 


“ The records of the Fidelity Trust Com- 
pany show that the amount paid for the 
Prudential Insurance Company's _ stock 
purchased by the Fidelity Trust Company 
during the year 1902 amounted to almost 
$6,000,000. 

*“ Payments for this stock were made by 
the issuance of time certificates of deposit 
by the Fidelity Trust. Company to the 
sellers of the stock. These payments were 
made in November, 1902. 

“The sellers held these certificates of 
deposit until the early part of 1903, when 
the certificates began to be reduced in 
amount. 

“In February, 1902, the Fidelity Trust 
Company increased the amount of its capi- 
tal stock and surplus, the stockholders pay- 
ing in $500,000 of capital and $2,000.000 of 
surplus, a total of $2,500,000. This increase 
was paid in nine months before the Pru- 
dential Insurance Company stock was 
acquired, 

“In February, 1903, the Fidelity Trust 
Company increased the amount of its capi- 
tal stock and surplus, the stockholders pay- 
ing in $500,000 of capital and $3,275,000 of 
surplus. a total of $3,775,000 


“The Prudential Insurance Company 
took no part of this second increase in 
capital although owning 4.800 shares of 


stock at the time of the increase. 

“This second increase was paid in three 
months after the Prudential Insurance 
Company's stock was purchased, and the 
certificates of deposit were reduced at 
about the time the payments on account of 
the increase were received. 

“The second increase of capital, added 
to the increase in the Prudential Insur- 
ance Company deposit account previously 
mentioned, would be sufficient to admit of 
the Fidelity Trust Company purchasing 
the Prudential Insurance Company's stock 
without using any of its other funds. 

“The details of the Prudential deposits 
with the Fidelity. as previously set forth 
and as exhibited in the Armstrong Com- 
mittee report, show that at the end of 
April, 1904, the balance was $4,621,452.32, 
and at the end of May, 1904, it was only 
$1,457,317.47. 

“This reduction was caused by the fact 
that in 1904 the Insurance Commissioner 
of Massachusetts objected to the extent of 
the Prudential Insurance Company’s total 
interests in the Fidelity Trust Company. 
In order to meet this objection, the Pru- 
dential Insurance Company entered into an 
agreement with the Insurance Commis- 
sioner of Massachusetts whereby it was 
agreed that it would not have at risk in 
any one financial institution, either by de- 
posit, ownership of capita] stock, or loan 
with capital stock as collateral security, 
more than 500, of the surplus of the Pru- 
dential Insurance Company, said surplus 
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to be computed by the Massachusetts Com- 
missioner. 

“This agreement was signed on May 9, 
1904, and compliance with its provisions 
explains the reduction in the amount of the 
deposit of the Prudential Insurance Com- 
pany with the Fidelity Trust Company 
during May, 1904. 

‘Examination of the records of the Pru- 
dential Insurance Company shows that 
since the signing of this agreement and to 
December 31, 1920, its provisions have been 
strictly followed, and the combined interest 
of the Prudential Insurance Company’s in- 
vestments in any single financial institu- 
tion have not been more than 50% of the 
surplus of the company, as such surplus 
was computed by the Insurance Commis- 
sioner of Massachusetts. 

“ Examination of the books of the Pru- 
dential Insurance Company shows that 
when the Prudential Insurance Company 
reduced its deposits with the Fidelity Trust 
Company in May, 1904, it placed $1,500,000 
in the Equitable Trust Company of New 
York City, at 2% interest, and $1,000,000 
with the Commercial Trust Company of 
Philadelphia, at 1%% interest. These two 
deposits were made in the same month that 
the reduction occurred in the deposit with 
the Fidelity Trust Company. Examination 
of the books of the Fidelity Trust Com- 
pany shows that in the same month (May, 
1901) the Equitable Trust Company of New 
York City deposited $1,500,000, at 2% in- 
terest, with the Fidelity Trust Company, 
and the Commercial Trust Company of 
Philadelphia deposited $1,000,000, at 2% in- 
terest, with the Fidelity Trust. Company. 


“ These two deposits were continued un- 
til October, 1906, when the Prudential In- 
surance Company withdrew its deposits 
from the Equitable Trust Company and the 
Commercial Turst Company, and they in 
turn withdrew their deposits from the 
Fidelity Trust Company. 

“The Prudential Insurance Company in- 
creased its deposit with the Fidelity Trust 
Company $1,000,000 in October, 1906, the 
same month it reduced the deposits 
$2,500.000 as described in the preceding 
paragraph. 

“The Prudential Insurance Company in 
October, 1906, also deposited the sum of 
$1,500,000 in five other financial institu- 
tions, who in turn made deposits of similar 
amounts with the Fidelity Trust Company, 
at 24% interest. Of this amount, $500,000 
was left on deposit until March 30, 1913, 
and the balance of $1,000,000 remained on 
deposit until, or later than, the year 1915. 

* Exhibit ‘S’ shows that in 1902 the Fi- 
delity Trust Company secured within eight 
shares of a majority holding of the Pru- 
dential Insurance Company's Stock. The 
plan of merger, as previously described, 
also aimed at contro] of the Fidelity Trust 
Company by the Prudential Insurance 
Company. 

“ Before the plan for securing such con- 
trol could be consummated some of the 
minority stockholders of the Prudential 
Insurance Company applied to the courts 
of New Jersey and secured an injunction 
which prohibited the Prudential Insurance 
Company from subscribing to the 19038 in- 
crease of capital of the Fidelity Trust 
Company. 


| 














“ This injunction stopped the consumma- 
tion of the merger plan. 

“At the end of 1903, the Prudential In- 
surance Company owned 4,800 shares of 
stock of the Fidelity Trust Company, 
which was 24% of that company’s capital, 
and the Fidelity Trust Company owned 
19,998 shares of stock of the Prudential In- 
surance Company, which was seven shares 
less than one-half of that company’s total 
stock issue. 

“The following tables set forth the 
figures relating to the stockholdings of the 
two companies for the years 1903 to 1914, 
inclusive: 

Other 
Prudential Prudential 
Ownership of Stockholders 


Fidelity Ownership of 
Year Stock. Fidelity Stock. 
Pe wéitsece 24% 27.71% 
Tvtedseds 24% 28.21% 
a Fa 24% 34.05% 
a a 24% 34.13% 
a 24% 41.60% 
Sees sbweese 24% 43.29% 
Pere 24% 44.36% 
eee 24% 44.14% 
a 24% 45.44% 
ae 24% 46.09% 
ae 24% 46.09% 
rs 24% 46.55% 
Other Fidelity 
Fidelity Stockholders 
Ownership of Ownership of 
Prudential Prudential 
Year Stock. Stock. 
een 49 .98% 11.53% 
ere 49.98% 11.84% 
Dtcvenee 49.98% 11.40% 
49.98% 11.15% 
ee 49.98% 13.19% — 
Ticedeans 49.98% 12.09% 
ee 49.98% 11.44% 
Dics6encees 49.98% 10.58% 
ee 49.98% 12.22% 
ars 49.98% 13.09% 
bevikens 49.98% 13.53% 
rer 49.98% 13.32% 


“The foregoing figures show that the 
holdings of the Prudential Insurance Com- 
pany and of the Fidelity Trust Company 
remained at the same percentage from 


1908, through 1914, and that the other 
stockholders increased their holdings in 


each company during the same period. 


* Mutualization of the Prudential Insur- 
ance Company. 

“In a letter from the Lockwood Com- 
mittee to the Superintendent of Insurance 
of New York, reference is made to the 
mutualization of the company. * * * 

“All of the stockholders of the Pruden- 
tial Insurance Company were not in agree- 
ment on severa] subjects. One of the sub- 
jects upon which the stockholders differed 
was that of distribution of dividends and 
of the surplus earnings of the company. 
The charter of the Prudential Insurance 
Company contained no limitation as to the 
amount of dividends which might be paid 
on its stock. Some of the stockholders 
were not satisfied with the dividends which 
were being paid on the stock. 

“As far back as 1901 the minutes show 
that the (then) President Dryden spoke of 
this matter as follows: 
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“ Extract from Minutes of Board of 
Directors, January 17, 1901. 

“*The president then took up the ques- 
tion of larger cash and stock dividends to 
stockholders. The president very strongly 
urged and advised against any further 
consideration of a larger cash or stock 
dividend to stockholders, claiming that 
such action would be greatly to the detri- 


“ment of the company and an injustice to 


the policyholders. The president spoke at 
length upon the subject and elaborated his 


reasons as to why there should be no in-. 


crease over the dividends to stockholders 
now paid by the company.’ 

“In a brief signed by ‘Samuel Unter- 
myer, Louis Marshall, for minority stock- 
holders,’ which brief is referred to later in 
this report, the views of the minority stock- 
holders are set forth with reference to 
ownership and distribution of profits as 
follows: 

“*So far as the stockholders are con- 
cerned, as has already been shown, they 
are entitled to their capital, to the accumu- 
lated profits, and to the earning capacity 
of the corporation. The company is now 
carrying on business on the non-partici- 
pating plan, pursuant to its election, exer- 
cised in compliance with the statute of 
1907. Hence all profits, after the reserves 
provided for by statute have been made 
for the protection of policyholders, belong 
to the stockholders. To diminish the sur- 
plus of the corporation by distributing it 
among those stockholders who are willing 
to sell will necessarily imperil the safety 
of the corporation and lessen the value of 
its shares of stock and the earning capacity 
of its business. 

“*TIf it were intended to deal justly by 
the stockholders, it would be a very easy 
thing. but an amendment of the statute 
which now limits an insurance company to 
a capital of $2,000,000, to permit the capital 
to be increased so as to allow a reasonable 
stock dividend to be paid to the stock- 
holders, without impairing any of the as- 
sets of the corporation, which would inure 
to the profit of the policyholders.’ 

“It had been the practice of the com- 
pany for some years to distribute a por- 
tion of its surplus earnings to policy- 
holders in the way of dividends exactly as 
though it were a mutual company. 

“Some of the stockholders did not ap- 
prove of such distributions to  policy- 
holders, and in 1909 one Leon R. Blanchard 
brought suit in the Court of Chancery 
against the company,to compel it to dis- 
tribute its surplus, or such part as could 
be safely distributed among the _ stock- 
holders and to enjoin the company from 
thereafter making payments to any policy- 
holders whose policies did not call for 
such payment. Mr. Blanchard was repre- 
sented by Pitney, Hardin & Skinner and 
Robert H. McCarter. The relief asked for 
by the complainants in their bill to the 
court was that a writ of injunction be 
issued : - 

“* Restraining and enjoining the said the 
Prudential Insurance Company of America, 
its directors and officers, from further 
payment to any policyholder of said cor- 
poration of any sum or sums to which the 
said policyholder may not be entitled by 
the terms of the policy contract, and from 
in any way enlarging or changing the policy 





contract of any policyholder of said cor- 
poration in such way as to authorize or re- 
quire the payment to such policyholder of 
any sum ef money to which such policy- 
holder would be entitled under the terms 
of the policy contract,’ (ete.). 

And directing the directors 

‘**to forthwith declare a dividend to your 
orator and the other stockholders of said 
corporation, pro rata to their several stock 
holdings, of the amount of the surplus of 
said company as ascertained by the decree 
of this honorable court, or such part 
thereof as can be, in the judgment of this 
honorable court, at this time safely dis- 
tributed to the stockholders of said cor- 
poration, and commanding the said the 
Prudential Insurance Company of America 
to, after the declaration of such dividend, 
make payment thereof to the stockholders 
severally entitled thereto’ (etc.). 

“The case was tried before Vice-chan- 
cellor Howell and in his decision he ordered 
the company to declare and pay a dividend 
of $2,500,000 to the stockholders. 

“The Prudential Insurance Company ap- 
pealed the case to the Court of Errors and 
Appeals. This court reversed that part of 
the decision of the chancellor which re- 
quired a dividend payment of $2,500,000. 
The opinion in this case may be found in 
Blanchard vs. Prudential, 80 N. J. Equity, 
209. The opinion read in part as follows: 

“* We do not find that the conduct of the 
directors was not in the exercise of an 
honest judgment, and, therefore, that part 
of the decree directing the declaring of the 
dividend of $2,500,000, and to distribute the 
same to the complainants and other stock- 
holders of the defendant company, and to 
pay to the said complainants their costs 
and counsel fee of $5,000 each, should be 
reversed, with costs.’ 

“Neither court denied the company’s 
right to distribute dividends to the stock- 
holders. The question raised was whether 
the money was to be distributed at that 
particular time. 

‘The decisions were the subject of con- 
siderable discussion and in 1912 the New 
Jersey Commissioner of Banking and In- 
surance, Honorable Henry J. Ford, urged 
the company to consider the desirability of 
mutualization of the company. Believing 
that such a course was desirable, the offi- 
cers of the company determined to ascer- 
tain what steps should be taken to accom- 
plish this purpose. 

“On the lines of this Armstrong Com- 
mittee statement, an act was prepared by 
the legal advisers of the Prudential Insur- 
ance Company with the assistance of 
former Chancellor William J. Magie, 
former Justice Bennett Van Syckel, and 
Honorable William H. Hotchkiss, former 
Superintendent of Insurance of New York. 
The act was entitled: 

*“* An act to permit any stock life insur- 
ance corporation of this State to acquire 
the capital stock thereof for the benefit of 
its policyholders and to convert such life 
insurance corporation into a mutual life in- 
surance corporation.’ 

“The proposed act was introduced in the 
Legislature of the State of New Jersey on 
January 27, 1913, and was known as Senate 
Bill No. 83. Public hearings were held 
before the New Jersey Legislature in con- 
nection with the bill. The company and 





the Commissioner of Banking and Insur- 
ance of New Jersey advocated the passage 
of the bill. Samuel Untermyer and Louis 
Marshall, counsel for minority  stock- 
holders, filed a brief in opposition to the 
bill. Copy of this brief is filed with the 
report and marked Exhibit ‘O. The act 
was passed by the Legislature, signed by 
the Governor and made a law in 1913. This 
law is known as chapter 99, Laws of 1913, 
and a copy is filed with this report and 
marked Exhibit ‘ P.’ 

“The board of directors of the Pruden- 
tial Insurance Company decided that it 
would be for the best interest of all con- 
cerned to have the company purchase its 
capital stock. 

“ The minutes of the company show that 
on April 14, 19138, the board of directors 
passed the following resolution: 

““* Whereas, The committee heretofore ap- 
pointed under resolution adopted the thir- 
teenth day of January, 1913, has reported 
to this board the enactment by the Legis- 
lature of New Jersey of a statute known as 
chapter 99 of the Laws of 1913, under the 
provisions of which this company is per- 
mitted to acquire its capital stock for the 
benefit of its policyholders and to convert 
the company into a mutual life insurance 
corporation; and 

“** Whereas, In the opinion of this board, 
it will be conducive to the welfare of the 
company and in the interests of the policy- 
holders thereof to change the company from 
a stock life insurance corporation to a 
mutual life insurance corporation, and such 
change can be effected by the purchase of 
the capital stock of the corporation in the 
manner provided in said act; 

“*Therefore, be it resolved, That the 
board. of directors of The Prudential Insur- 
ance Company of America does hereby de- 
termine that it would be conducive to the 
welfare of the corporation and in the in- 
terests of the poliegyholders thereof to 
change the said The Prudential Insurance 
Company of America from a stock life in- 
surance corporation to a mutual life insur- 
ance corporation; 

“*And be it further resolved, That the 
president of the company be directed on 
behalf of the company to present a petition 
to the Court of Chancery, duly verified, 
setting forth this action of the board, and 
praying relief.’ 


“‘ Notice of Hearing. 

“ Following the instructions contained in 
this resolution, the president of the com- 
pany presented a petition to the Court of 
Chancery requesting a valuation of its 
capital stock. Request was also made for 
the appointment of appraisers and counsel 
to represent the policyholders. The chan- 
cellor issued an order fixing a hearing on 
the application of the company. 

‘‘Notice was given as ordered by the 
chancellor. 

‘The hearing was held and certain of the 
stockholders objected that the act under 
which the petition was filed was unconsti- 
tutional, and that the court lacked power 
and jurisdiction in the premises. These 
stockholders were represented by John R. 
Hardin and Robert H. McCarter. 

“The chancellor held that the act was 
constitutional and that the court was 

Continued on next page 
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PRUDENTIAL INS. CO.— Continued. 
clothed with jurisdiction. He entered an 
order appointing the appraisers and coun- 
sel for the policyholders. 

“The appraisers met and heard testi- 
mony from many experts regarding the 
value of the stock, and after a long and 
careful investigation of the question de- 
termined that the fair value of each share 
of the Prudential dnsurance Company’s 
stock having a par value of $50 was $455. 
They made a report of their findings to the 
chancellor, who thereupon fixed a date for 
a hearing, notice of which was given to all 
parties in interest. The form of this notice 
was identical with the form of notice pre- 
viously described, advertisements being in- 
serted in the newspapers, notice being 
served on the Commissioner of Banking 
and Insurance of the State of New Jersey, 
and notices being mailed to the stock- 
holders. 

“The hearing was held and, with the 
assent of counsel for the policyholders, the 
chancellor ratified, approved and confirmed 
the report of the appraisers. 

“In accordance with the requirements of 

section 6 of the law, the findings were then 
presented to a meeting of stockholders. 
This meeting was held on October 7, 1914. 
The minutes of this meeting show that a 
resolution was presented which read in 
part as follows: 
“*that the corporation be authorized to 
purchase such shares of the capital stock 
thereof as may be offered for sale at not 
exceeding the price of $455 per share, said 
purchase to be made for cash at the time 
and in the manner provided by chapter 99 
of the Laws of New Jersey for the year 
19153.’ 

“The preceding resolution was adopted, 
30.889 shares being voted in the affirma- 
tive with no negative ballots cast. 

“In accordance with the requirements of 
section 7 of the law, the findings were then 
presented to a meeting of policyholders, in 
order that they might consider the desira- 
bility of the company purchasing its own 
stock and the valuation of the appraisers. 
Notice of this meeting was given, as di- 
rected by the chancellor, in the same man- 
ner as was the notice for the appointment 
of appraisers. The form of this notice has 
been previously described. The company 
also communicated with its field force by 
circular letter. This letter described the 
steps which had been taken in connection 
with the mutualization and then requested 
the field force to secure proxies indicating 
approval, or disapproval, of the plan. 

“This policyholders’ meeting was held 
on December 7, 1914. 

“The action taken by the stockholders 
and by the policyholders was reported to 
the chancellor, who thereupon confirmed 
an order, the final paragraph of which 
reads as follows: 

“*Now, therefore, I, Edwin Robert 
Walker, chancellor of the State of New 
Jersey, having found the foregoing facts, 
do, on this twenty-second day of December, 
A. D. 1914, by virtue of the power and 
authority conferred upon me by chapter 99 
of the Laws of New Jersey for the year 
1913, and pursuant to the _ provisions 
thereof, confirm the said action of the 
stockholders and policyholders of the said 
The Prudential Insurance Company of 





America, and do authorize the said com- 
pany to acquire its capital stock, or so 
much as may be offered to it for sale, at 
the price of four hundred and fifty-five 
dollars ($455) per share, such purchase to 
be made for cash, in the manner and in 
accordance with the provisions of chapter 
99 of the Laws of New Jersey for the year 
1913. 

(Signed) E. R. WALKER, Chancellor.’ 

“This final order definitely fixing the 
value of the stock and authorizing its pur- 
chase by the company was not obtained 
without litigation in the courts on behalf 
of minority stockholders. An appeal from 
the order of the chancellor naming ap- 
praisers was taken in the first instance on 
constitutional grounds to the Court of 
Errors and Appeals by minority stock- 
holders, they being represented by Pitney, 
Hardin & Skinner and Robert H. McCarter. 
The company was represented by its regu- 
lar counsel, and Messrs. John W. Griggs 
and Merritt Lane appeared for the policy- 
holders. The court dismissed the appeal, 
saving that the questions raised could 
only be passed on by certiorari proceed- 
ings. The opinion in this case may be 
found in 88 Atlantic, 970. Certiorari pro- 
ceedings were then begun before the Su- 
preme Court and over twenty ‘reasons’ 
why the law was unconstitutional were 
filed by counsel for the plaintiff. The 
twenty-sixth reason reads as follows: 

***96. The Legislature cannot authorize 
the election, as directors of The Prudential 
Insurance Company of America, of persons 
not stockholders of said corporation with- 
out the consent of all the stockholders of 
said corporation.’ 

“The Supreme Court, in an _ opinion 
which may be found in 85 N. J. L. 395, 
affirmed the order of the chancellor, hold- 
ing that the statute was constitutional so 
far as the jurisdiction of the Court of 
Chancery was concerned, but it refused to 
rule on all the other constitutional ques- 
tions raised by the plaintiff, saying: 

“*Upon the argument as to the validity 
of the order brought up by the prosecutor, 
it was in a sense necessary that the statute 
as a whole should be discussed, and in the 
course of such discussion the entire scheme 
of the statute, including orders that have 
not yet been made, and that may never be 
made, was subjected to destructive criticism 
upon the one hand and justified and de- 
fended upon the other. Such argument 
was enlightening, but so far from persuad- 
ing us to anticipate matters that have not 
yet arisen or inducing us to decide ques- 
tions that may never arise, its effect has 
been to make it clear that no such prema- 
ture decisions should be made. or can be 
made, without doing serious harm to one 
or the other of the conflicting interests.’ 

“It will be observed that in thus dispos- 
ing of the matter the court left undecided 
the question raised in the twenty-sixth 
reason quoted. At the time of the decision 
all directors of the company, excepting the 
three appointed by the chancellor under 
chapter 81 of the 1907 Laws of New Jersey 
to represent policyholders, were _ stock- 
holders. It was apparent from the de- 
cision that the point urged in the twenty- 
sixth reason would never be considered or 
decided until one or more directors were 
elected who were not stockholders. 








“To guard against attacks upon the 
statute in this particular it was decided 
that during the process of mutualization, 
and until all the stockholders were willing 
‘o surrender outstanding stock, it would 
be desirable, in accordance with the com- 
pany’s charter, that each director be the 
owner of one.or more shares of stock. 

“No appeal was taken from the final 
order of the chancellor, as above quoted, 
dated December 22, 1913, fixing the value 
of the stock and authorizing the purchase 
of it by the company. After the thirty 
days allowed by the statute for such ap- 
peal to be taken had expired, the company 
proceeded to purchase its stock. 

“The chancellor, conforming to the pro- 
visions of the law, appointed Austin Col- 
gate as trustee for the policyholders. His 
duty under the law is to hold the stock so 
purchased for the benefit of the policy- 
holders, to vote the same as the policy- 
holders direct (otherwise at his discretion), 
and to receive the dividends declared on 
the stock so held, and to turn them back 
© the company for the benefit of the 
policyholders within ten days of their re- 
ceipt. This stock is to be so held by the 
trustee until al] the stock of the company 
has been acquired, when he must surrender 
each and all of the shares of the company 
for cancellation, when the mutualization of 
the company will be complete. 

“A large number of stockholders of the 
company surrendered their holdings of 
stock to the trustee and received from the 
company $455 a share, the valuation fixed 
by the commissioners and approved by the 
chancellor, the stockholders and the policy- 
holders. The Fidelity Trust Company sur- 
rendered its 19,998 shares of stock and re- 
ceived $455 a share for the stock, a total of 
$9.096,815. The profit realized by the Fi- 
delity Trust Company on the shares sur- 
rendered is shown in detail elsewhere in 
this report. 

“ The total cost of the stock which might 
be surrendered was $2,000,000 of capital 
and $16,200,000 of premium on the capital, 
a total purchase price of $18,200,000. 

“At the end of 1915 the company had 
paid on account of the $18,200,000 almost 
$17,000,000 to stockholders who had sur- 
rendered their stock. Stock so purchased 
was transferred to the trustee for the 
policyholders. 

“On its books of account and in its 
financial statement the company made pro- 
vision for the purchase of all the stock at 
a price fixed by the chancellor. 

“Below is a statement of the surplus 
changes from 1914 through 1915. 

Surplus December 31, 1914 

(business paid for basis)... $34,437,295.42 
Provision for premium on cap- 

ital stock of company pur- 

chased or to be purchased 

from stockholders .......... 16,200,000.00 





$18,237,295.42 
Loss for year 1915 (largely 
caused by voluntary in- 


creases in reserve).......... 2,045,361.97 





Surplus December 31, 1915, $16,191,933.45 
“Tt will be seen from the above figures 
that the company had a surplus of over 
$16.000,000 after providing for the purchase 
of all the stock outstanding at the price 
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fixed, and that the financial condition of 
the company was in no wise endangered 
by the purchase of this stock for the pur- 
pose of mutualization. 

“Some of the stockholders did not sur- 
render their stock. As previously stated, 
the directors, as individuals, in order to 
provide against any further attacks on the 
law's constitutionality, have each qualified 
as a stockholder by purchasing one or 
more shares of stock. 

“At December 31, 1920, there were 
37,794.75 shares of stock held by the trus- 
tee for the policyholders. These shares 
had been surrendered and the company had 
purchased them at $455 a share, or at a 
total cost of $17,196.611.25. 


“There were 2,205.25 shares still out- 


standing, which shares were held by 
twenty-five owners as follows: 

James B. AlOZANGS?. .cccccccecccs 10 
ee ee Pa So cccusedexeses< 1,000 
See Oe, Me cciecsaccésoees 1 
HED k.6cc dccecéctcceoce 5 
Leon F. Blanchard.........ceeee- 402 
Milton E. Blanchard............. 665.76 
WU, Wee MOMMCMOIG sc ccccccccccecs 1 
Frederick A. Boyle........ccccee 1 
SORR BD. CUMING ccccccccccce se 1 
SP a, SON ceccdeduetones s 
ee CE ccvilesvaceedweee 2 
Samuel S. Depnis.............-. 5 
WOCUes BD. WEPGs cccccccesoess 17.14 
Badward D. Duffleld.....cccccces 5 
i, Sn cess wee estateeeses A 
Edward Gray .......seeeeeeeeees 1 
GHOOTHO TE, TERNS. cc cccccocccecses 8 
co. ££ Be TTT TT ee 10 
Edward Kanouse .........eeee0- 10 
BERGE Te. BEGG. cc cccccccccces 1 
Beste DW. BMGGGR. otc cqiccccces Wade 1 
Richard VY. Lindabury.......... 10.35 
Be EE 000s sesdcdocecéducce 28 
Be BONOOD BHNGs dcccccceseccecees 5 
Bennett Van Syckel.............. 2 


“At the request of the several States 
which joined in the present investigation, 
the Honorable W. E. Tuttle, Jr., Commis- 
sioner of Banking and Insurance of the 
State of New Jersey, addressed a com- 


munication to each holder of the shares 
not yet surrendered for mutualization. 
2 e = o s 


‘With this letter was sent a form of 
pledge reading as follows: 

“*T hereby pledge on my word that I 
am willing to give an option to the Pru- 
dential Insurance Company for the pur- 
chase of the stock which I own and which 
appears in my name on the records of the 
Prudential Insurance Company, such op- 
on to be conditional upon the securing 


@: the company of similar options upon 


all the stock outstanding, except that held 
by Austin Colgate as trustee for the policy- 
holders.’ 

“Exhibit ‘V’ has been prepared giving 
particulars of the holdings of stock and 
quoting the replies received from the stock- 
holders by Commissioner Tuttle. It shows 
that of the twenty-five owners of stock. 
pledges were signed by eighteen, repre- 
senting 101.49 shares, or 4.60% of the stock 
not yet transferred to the policyholders’ 
trustee; three refused, representing 451.00 
shares, or 19.44% of the stock not yet 
transferred to the policyholders’ trustee, 
and four have not replied, representing 
1,672.76 shares, or 75.86% of the stock not 








yet transferred to the policyholders’ 
trustee. 

** All of the officers and directors holding 
stock have signed this pledge. Stock- 


holders ‘refusing to sign are as follows: 


BOO FP. BGG: cccccsccces 402 shares 
William W. Blanchard......... 1 share 
SOR TE ci cesoccivcvicvids 28 shares 


‘It is evident from the replies made by 
Leon F,. Blanchard and Aaron Meyer that 
they are unwilling to surrender their stock 
for the value of this stock as determined 
by the appraisers appointed by the chan- 
cellor, 

“The ones who have not replied are as 
follows: 


John KE. Andrus........... 1,000 shares 
Milton E. Blanchard...... 665.76 shares 
Gilbert Collins ......... ben 2 shares 
M. Taylor Pyne........... 5 shares 


“The two last mentioned are deceased 
and no reply has been received from the 
executors of their estates. 

““Some reference was made in the report 
of the hearings of the Lockwood Commit- 
tee to the effect that directors of the Pru- 
dential Insurance Company were unwilling 
to surrender their stock. It will be seen 
by Exhibit ‘V’ that all of the directors 
and officers have signed the pledge as pre- 
viously referred to and special attention 
is called to the reply made by Richard V. 
Lindabury, the counsel of the company, 
which reply is specially mentioned as re- 
ferring to the reason for the holding of the 
shares of stock by the directors, it being 
apparent from this letter that the directors 
were advised by Mr. Lindabury to retain 
at least one share of stock until the 
mutualization was completed. 

“Mr. Lindabury’s letter reads as fol- 
lows: 

“* Complying with the request contained 
in your letter of July 25th, I am pleased to 
send you herewith an option to the Pru- 
dential Insurance Company for the pur- 
chase of the stock in that company which 
I now own and which appears in my name 
on the books of the company. 

“*T think it due to the directors who 
have continued to hold their stock that I 
should also send you an extract from the 
minutes of the meeting of the board held 
on the 22d of January, 1915, and I send the 
same herewith. 

“*The Mutualization Act, as you may 
have noticed, provides that directors may 
be elected who are not stockholders. I 
have always doubted the constitutionality 
of this provision, and hence the advice 
which I gave to the directors in 1915. 

“*The order made by the chancellor ap- 
pointing appraisers of the Prudential stock 
was certioraried to the Supreme Court 
upon the ground, among others, that the 
Mutualization Act was unconstitutional, 
and one of the grounds of unconstitutional- 
ity set up in the reasons was that it pro- 
vided for the election of persons as direc- 
tors of the company who were not stock- 
holders therein. We met this by the claim 
that this provision of the act was severable 
and if void did not affect the remainder of 
the act, and further, that the question 
could not be raised until some one had been 
actually elected who was not a stockholder. 
The court agreed with us and therefore did 
not pass upon the constitutionality of the 
provision. I thought, however, that there 





was enough in it that we should avoid the 
question by electing only stockholders to 
the board until the mutualization was com- 
pleted. It was because of this difficulty 
and by advice of counsel that the directors 
have always retained at least one share of 
stock. I am,’ 

“Extract from minutes of the meeting of 
the board held on the 22d of January, 1915, 
referred to in the above letter, is quoted 
below: 

“*Mr. Lindabury then called attention 
to the fact that the company will not be 
completely mutualized until every share of 
stock has been surrendered, and that if 
any director should in the meantime sell to 
the company all of his stock, he would 
automatically cease to be a director. It 
was, therefore, important each member of 
the board should retain at least a few 
shares of stock.’ 

“The only obstacle to complete mutual- 
ization is the failure of the above stock- 
holders to surrender their stock. 

“Even though the legal technicalities of 
the mutualization law have not yet been 
fully complied with, the policyholders are 
receiving the substantial benefit of mutual- 
ization, 

“Prior to adoption of the plan of mu- 
tualization the stockholders elected the di- 
rectors (excepting three appointed by the 
chancellor) and owned the entire capital 
stock of the company. These stockholders 
owned part, if not all, of the surplus of 
the company over an amount which the 
directors should decide to allow to the 
policyholders. 

“The mutualization law provided for the 
purchase by the policyholders of the entire 
rights of the stockholders in the capital 
and surplus and in the right to elect di- 
rectors. The company has_ purchased 
37,794.75 shares of stock of the total issue 
of 40,000 shares. These shares now stand 
in the name of the trustee for the policy- 
holders. Dividends, amounting to $2,005,- 
892.15, have been declared and paid on 
these shares. Dividends paid to the trus- 
tee are returned to the company for the 
benefit of the policyholders. 

“The policyholders have received addi- 
tional benefits in the way of policy divi- 
dends not called for by the policy contract 
and not granted prior to mutualization. 

“Since the plan of mutualization was 
adopted the company has apportioned as 
dividends $16,833,806 to policyholders of the 
non-participating, industrial, and ordinary 
classes, none of which came under any 
dividend concession made by the company 
prior to mutuality. . 

“These dividends amounted to more 
than the premium paid to the stockholders 


for the capital stock at the time of 
mutualization. 
“The Lockwood Committee testimony 


dealt at considerable length with the sub- 
ject of voting by policyholders at the an- 
nual meetings held since mutualization. In 
the report of the Hillery Committee (pages 
7-8, volume 4, Chronicle Print) the follow- 
ing statement appears: 

“*The original charter of the Prudential 
provided for a capital stock of $25,000, 
which might be increased to $100,000. The 
affairs of the company were to be managed 
by a board of fifteen directors, to be 

Continued on next page 
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PRUDENTIAL INS. CO.— Continued, 
elected annually, each stockholder being 
entitled to one vote for each share of stock, 
and every “‘member of the corporation,’ 
though not a stockholder, being entitled to 
one vote. This method of electing direc- 
tors by the joint action of the stockholders 
and members continued until the year 
1880, when, by chapter 64, the Legislature 
passed an act, prepared and promoted by 
the company, forbidding the policyholders 
or persons insured in such insurance com- 
pany. the right to vote unless they were 
stockholders, the effect being to place the 
voting power entirely in the hands of the 
stockholders. * * * The reason for ask- 
ing the Legislature for this change, as 
stated by the president, was because it was 
considered safer for a company of this 
kind, which deals in smaJl amounts, with a 
vast number of people scattered over dif- 
ferent parts of the country, to have the 
corporation controlled by the stockholders. 
None of the policyholders or ‘‘ members ” 
ever did, in fact, vote for directors, nor 
were they ever notified or invited to do so.’ 

“On page 12 of the Hillery Committee 
report the following statement is made: 


“*It appears that when the policyholders 
had the right to vote previous to 1880 they 
never did, in fact, exercise it. Upon a full 
consideration of this subject, we are satis- 
fied that it is not feasible for so great a 
number of policyholders to vote at the 
election of the directors of their company. 
The expense and the difficulties make it 
almost impossible to secure a general ex- 
pression of opinion, and the desire to take 
part in the selection of directors does not 
seem to exist to any considerable extent 
among the policyholders. Some other 
method of selecting proper trustees must 
prevail. In the case of a stock company 
the stockholders will ordinarily elect the 
directors, but we think that where the in- 
terests of policyholders are so great com- 
pared with the interests of stockholders 
some directors should be selected more par- 
ticularly charged with looking after the 
interests of policyholders, and who may 
be said to be in a sense their representa- 
tives in the board. We have, therefore, 
prepared a bijl providing for the appoint- 
ment by the Governor of three directors of 
every stock life insurance company. These 
directors will be persons having no interest 
in the stock of the corporation.’ 


“ Following the recommendation made by 
the Hillery Committee a bill was intro- 
duced in the Legislature of the State of 
New Jersey in 1907 which was known as 
chapter 81 and which reads as follows: 


“*a. To the board of directors of every 
life insurance company of this State or- 
ganized as a stock company there shall be 
added three directors, who shall be policy- 
holders of the company, but shall not be 
stockholders. Said directors shall be ap- 
pointed by the chancellor. Those first ap- 
pointed shall hold their offices for one, 
two and three years, respectively, and all 
subsequent appointments shall be for three 
years. They shall be paid by the company 
their traveling expenses in attending meet- 
ings, and the same compensation that is 
paid to the other directors, but not less 
than ten dollars for each meeting of the 
board which they attend; their powers, 
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privileges and duties shall be the same as 
ihose of the other directors. 

“*If any such director at any time ac- 
quires any interest in the capital stock of 
such company his office shall thereby be 
vacated,’ 

“ This bill was passed by the Legislature 
nnd in accordance with its provisions the 
chancellor of the State of New Jersey has 
uppointed three non-stockholders to serve 
as directors of the Prudential Insurance 
Company. These three directors, or their 
successors, have served regularly on the 
board since the passage of the law quoted, 
are now serving on the board and will 
continue so to serve until the details of 
mutualization have been fully carried out 
in all particulars. 


“ Relationship Between the Prudential and 
Fidelity Trust Co. 

“The details of average daily balances, 
stockholdings and board contro) of the 
Prudential and Fidelity previously set 
forth in this report covered the period from 
1903 to 1914, the time of mutualization. 
The following are details of the same items 
from 1915 to 1920, inclusive: 

Average Daily 


Year. Balances. 

DM sebheastsebesteksbestdddecs $3,880,391 
Diba hceobshis 60 Udesteesekséens $2,215,880 
ae PTTTTT TT TTT TT Tere $2,471,057 
Sh Shot edddécndsd anes bes sddens $2,567,408 
ahs naS6066d460600000000566060% $1,724,655 
pischtssdatasesssandsodpudeous $761,960 


“It will be noticed that notwithstanding 
a continuous increase in assets, the average 
daily balance of the Prudential with the 
Fidelity Trust Company has gradually de- 
creased from $3.880,391 in 1915 to $761,960 
in 1920. 

** Stockholdings. 
Fidelity Trust Company. 
% of Stock 


Held by % of Stock 
Prudential Held by 
Year. Stockholders. Prudential. 
Peesaseeseesas 9.20 20.00 
Das enweenkeds 7.05 20.00 
a er 7.05 20.00 
isktwesiacte 6.88 20.00 
eer 5.39 20.00 
Pe eseeecveese 5.53 20.00 
Prudential Insurance Company. 
% of Stock % of Stock 
Held by Held by 
The Fidelity Fidelity 
Trust Co. Stockholders. 
Dcankebbonéce 0. . 2928 
a eee 0. . 2603 
Benes éctvecces 0. . 2678 
Beeses comnnesen 0. .1028 
i , 0. .1285 
a ae 0. .0978 


“It will be noticed that the percentage 
of stock ownership in the Fidelity Trust 
Company by Prudential stockholders has 
decreased from 9.20%, in 1915, to 5.53%, in 
1920, and the percentage o* stock owner- 
ship in the Prudential by Fidelity Trust 
Company stockholders has decreased from 
.2928%, in 1915, to .0978%, in 1920. 

“It will be noticed that during the years 
1916 to 1920, inclusive, there were no cases 
where any individual served on both boards 
at the same time. Attention is called to 
the fact, however, that in 1921 Forrest F. 


| Dryden served as a member of both boards. 
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“It has been previously stated in this 
report that the Fidelity Trust Company 
purchased almost one-half of the out- 
standing stock of the Prudential Insurance 
Company at a cost of $5,997,900 in 1902, 
and that this stock was held until 1915 
when it was sold to the Prudential Insur- 
ance Company for $9,096,815, at a profit of 
$3,098,915. During the time of the holding 
(a period of over twelve years) the Fidelity 
Trust Company also received $1,399,510 in 
dividends on the stock. The combined 
earnings to the Fidelity on the _ invest- 
ment of $5,997,900 for the period of over 
twelve years amounted to $4,498,425. 

“These earnings are equivalent to a 
yield rate to the Fidelity on the $5,997,900 
investment of 5.07% annually. 


“Exhibit ‘S’ shows details of these 
figures and .is filed with the report. 

“It has been previously shown in this 
report that arrangements were made 


whereby the Fidelity Trust Company was, 
for a period approximating the time of 
ownership of the Prudential stock, pro- 
vided with a deposit or deposits amount- 
ing to $2,500,000, for which it paid 2% or 
more interest. If it is considered that this 
$2,500,000 was used in the purchase of the 
Prudential stock and that the actual in- 
vestment-of the Fidelity was the difference 
between the two amounts, “or $3,497,900, 
then, after deducting the interest paid on 
the deposit of $2,500,000, the earnings on 
the holdings of Prudential stock by the 
Fidelity 
yield rate of 6.77% on this difference. 

“The stockholdings of the Prudential 
Insurance Company in the Fidelity Trust 
Company have, been previously shown in 
this report. The Prudential owns stock of 
two other Newark banks and has deposits 
in these banks. 

“ Exhibit ‘T’ shows details of these in- 
vestments at December 31, 1920. The fol- 
lowing are some of the figures shown in 
the exhibit: 


% of 
Holdings 
No. of to 
Shares. Company. Held at Capital. 
6,000 Fidelity Trust...$1,679,166.67 20% 
2,000 Union Nat. Bk... $720,000.00 20% 
451 M’f’rs’ Nat. Bk.. $111,804.50 314% 


“The Hillery Committee, in its report re- 


garding the Prudential stockholdings 
stated: 
“*We think an insurance company 


should not have the control of any other 
corporation by owning a dominating inter- 
est in its stock. If an insurance company 
has such interest its directors can, and in 
the course of time probably will, really 
carry on and control the business of that 
other corporation, whatever it may be, and 
the funds of the insurance company will 
thus in effect be employed to prosecute a 
business foreign to the purposes of the 
trust to which the funds belong. 

“* We, therefore, recommend a provision 
limiting the amount of the stock which 
any insurance company may hold in any 
other company to 20% of the whole.’ 

“Following the recommendation made 
by the Hillery Committee a law was passed 
by the Legislature of the State of New 
Jersey, in 1907, restricting investments as 
follows: 


would have been equivalent to a” 
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“* No such life insurance company shall 

purchase or acquire more than twenty per 
centum of the stock of any one corporation, 
unless it be a municipal corporation, nor 
shall the amount so invested by any life 
insurance company in the stock of any one 
corporation exceed two per centum of the 
assets of said life insurance company, nor 
shall the amount invested in the bonds of 
any one corporation exceed ten per centum 
of said assets, except that nothing herein 
contained shal] prevent any company from 
holding as much as fifty thousand dollars, 
par value, of the bonds of any corporation, 
when none of the stock of such corporation 
held by said company.’ 
“At December 31, 1920, the Prudential 
Insurance Company owned only 20% or 
less of-the capital stock of any one cor- 
poration, 

“After December 31, 1920, the Fidelity 
Trust Company and the Union National 
Bank were merged as one institution. The 
merger did not, however, change the per- 
centage of ownership of the Prudential. 

“ Exhibit ‘T’ also shows the yield rate 
of the Prudential Insurance Company on 
the bank stocks owned, which yield rates 
are as follows: 


Fidelity Trust Company............ 10.86% 

Union National Bank............... 9.78% 

Manufacturers’ National Bank...... 6. %&% 
“ Public Service Corporation Holdings. 
‘“*Exhibit ‘M(1)-(2)’ shows details of 


the Prudential Insurance Company’s hold- 
ings of the Public Service Corporation and 
subsidiary companies. 

*““At December 31, 1920, the Public Serv- 
ice securities held by the Prudential 
amounted to $17,395,174.85, consisting 
wholly of bonds. 

“The market value of these bonds at 
December 31, 1920, was $13,493,865, or 
$3,901,309.85 less than the holding value. 

“The Prudential] Insurance Company’s 
purchases of Public Service securities con- 
sisted wholly of bonds. It, however, re- 
ceived some stock of the Public Service 
Corporation as a dividend from the Fi- 
delity Trust Company, which were sold 
shortly after being received at a net profit 
of $17,413.50. 

“From 1891 to 1920, inclusive, the total 
purchases of bonds of the Public Service 
Corporation amounted to  $28,656,986.76. 
The total sales amounted to $11,759,730, and 
were made at a net profit of $258,588.53. 
This profit was the difference between the 
cost of the bonds and the amount received 
for them. 

“ No amortization changes were made by 

e Prudential Insurance Compapny on 
any of its securities until December 31, 
1918, prior to which date the book value 
had represented actual cost. 

** All sales were made prior to 1918. 

“Since 1918 the holding value of the 
Public Service bonds unsold show a net 
increase in holding value by amortization 
changes amounting to $239,329.56. 








BEST'S INSURANCE NEWS (Life Edition) 


of the 
Public 


“Following is a 
experience of the 
Service holdings: 
Total purchase of bonds.... 
Amount received on sales... 


recapitulation 
company in 


$28,656,986.76 
11.759,.7:50.00 





$16,897 256.76 


Net profit on sales........... 258,583.53 





$17,155,845.29 
Net increase by amortization 


St MT éresecdcaedesteveud 239 329.56 





Holding value of unsold 
bonds December 31, 1920... $17,395,174.85 
“As previously stated, the market value 

of the present Public Service holdings is 
$3,901,309.85 Jess than the holding value. 
None of the Public Service bonds held by 
the Prudential have defaulted in their in- 
terest payments. It is not necessary for 
the Prudential Insurance Company to dis- 
pose of these bonds at the market value 
quoted, hence no loss has been taken on 
them. 

“Exhibit ‘Q’ shows the Prudential 
ownership in government bonds and the 
cost price of such bonds, together with the 
actual sale prices which these securities 
would have realized if disposed of at De- 
cember 31, 1920. 

“The exhibit shows a holding value of 
$105,149,605.638 in United States government 
bonds at December 31, 1920, and of $10,- 
207,328.02 in Canadian government bonds 
at the same date. 

“The sale prices of these government 
bonds are shown at $92,100,118.85 for the 
United States government bonds and 
$8,300,000 for Canadian bonds. 

“If the United States government bonds 
had been disposed of at December 31, 1920, 
at the then market rates the company 
would have taken a loss on them of 
$13,049,486.78. 

“If the Canadian government bonds had 
been disposed of at the same date at the 
then market rates the company would have 
taken a loss of $1,907,328.02. 

“It was not necessary for the company 
to dispose of the government bonds, hence 
no loss has been taken on them. 

‘“‘The matter of investment by the Pru- 
dential Insurance Company in Public Ser- 
vice securities was fully investigated by 
the Hillery Committee in 1906, when that 
committee engaged the services of Mr. Mar- 
vyn Scudder to compare the prices paid 
for these securities with the prevailing 
market rates. The committee caused this 
investigation to be made because of the 
purchases by the Prudential of a consider- 
able amount of Public Service bonds from 
the Fidelity Trust Company, and because of 
the close relations which existed between 
the Prudentia] Insurance Company and the 
Fidelity Trust Company. 

“From Mr. Scudder’s report it appears 
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that on the whole the prices paid for the 
Public Service bonds by the Prudential In- 
surance Company to that date adhered very 
closely to the prevailing market prices at 
the several dates of purchase.” - 

The report also contains references to the 
stockholdings of directors and officers in 
the depositories of the Prudential brought 
out at the hearing held in June, 1921, before 
Mr. Phillips, Superintendent of Insurance 
of New York. The report of said hearing 
was filed as part of the record of the Lock- 
wood Committee. 


THE TRAVELERS INSURANCE COM- 
PANY, HARTFORD, CONN. 


Annuity Features Make Modern Life Insur- 
ance More Serviceable . 


A recent issue of “* Protection ” published 
by the Travelers Insurance Company and 
the Travelers Indemnity Company, contains 
an interesting article on annuities, part of 
which appears below: 

“The purchase of life annuities with a 
lump sum paid in advance, the income to 
begin immediately, is very popular in Eu- 
rope and is largely made for women and 
dependents and by men desirous of retiring 
from business; for the European looks for- 
ward to the day when he will either sell his 
business or hand it over to his children and 
retire with a comfortable income. 

“Under annuities of this kind, payment 
ceases when an annuitant dies, though he 
may have received back only a small pro- 
portion of the money invested. On the 
other hand, he may live for many years and 
get back his investment several times over. 

“Annuities are now written by American 
insurance companies in a great variety of 
forms. Indeed, One of the outstanding facts 
in the development of life insurance is the 
embodiment of the principle of payment of 
the proceeds of insurance in the form of 
annuities rather than in lump sums. 

“ Practically every standard policy pro- 
vides, as an established option, that pay- 
ment can be had in the form of annuities 
or incomes. In all such policies the possi- 
bility of loss by the premature death of 
the annuitant or beneficiary may be elim- 
inated by the guarantee of a certain irre- 
ducible minimum of payments to some des- 
ignated beneficiary. * * * 

“There is a proverb among men ac- 
quainted with life insurance that annu- 
itants never die, an exaggeration of the 
actual experience that the average annu- 
itants live longer than the average person.” 

Annuities issued by an established com- 
pany possessing ample assets invested in 
wisely selected securities based upon di- 
versified properties are not only safe but 
provide a definite income which practically 
nothing can disturb. 
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Ss < cca cbsengececeesnesssenees nT seaeetees 1s Hawkeye Life lus. Co., Des Moines, lowa..... 
DT CE 06506665066 05606660000060000e8008 > ess6essee o4 Home Friendly Ins. Co., Baltimore, Md....... 
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